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CHAPTER I. 

THE ECONOMIC IMPORTANCE OP MARINE INSURANCE. 

Haiine insurance a vital part of commence. — ^Marine insurance is 
conceded to be an integral part of modem overseas commerce. It 
exists to indemnify interested parties against loss, damage, or ex- 
pense occasioned accidentally m connection with vessels, cargoes, 
freight, and other marine interests through any of the many perils 
connected with water transportation. Water carriers and shippers 
of goods by water probably exceed all other business interests in 
the extent to which they protect their property through insurance. 
As has been aptly stated, "Marine insurance bears to commerce 
the relation of bodyguard rather than mere servile attendant. * * * 
Of the active forces which influence, control, or forbid the employ- 
ment of shipping none has greater effect than the marine insurance 
power." ^ 

The fundamental purpose of marine insurance is to indemnify 
such loss and damage as is accidental, unavoidable, and unusual. 
But subject to this condition the modern marine insurance policy 
affords a very broad protection; in fact, nearly every conceivable 
contingencv is assumed. The modem "warehouse to warehouse" 
clause enables goods to be protected from the time they leave the 
shipper's warehouse in the mterior of this country, through all the 
various stages of the journey either by water or land carriers, until 
they are safely delivered into the warehouse of the foreign con- 
signee. In fact, it is asserted that modern marine 'insurance should 
justly be called "transportation insurance." 

The universal use of credit in commercial transactions and the 
small margin of profit on which such transactions are customarily 
conducted make marine insurance almost as necessary an instrumen- 
tality of overseas trade as the vessel itself. Owners of vessels must 
necessarily protect themselves against the loss of vessel and freight 
charges, and, in the case of ordinary cargo carriers, willingly pay 
for such protection a sum equal to the current rate of interest on the 
invested capital. Where the vessel is only paid for in part, the 
mort^gee will want his equity protected just as certainly as is the 
practice in fire insurance under the so-called "mortgage clause." 
Should the owner charter his vessel to some one else, the contract 
of hire — ^" the charter party," as it is called — ^will set forth in detail 
the obligation of the respective parties to arrange for adequate 
protection against loss of the vessel; while the charterer, in turn, 

> William W. Bates : The American Marine, p. 182. 
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will want to protect himself against possible loss of freight earn- 
ings. Shippers and consignees need marine insurance protection 
against (1) loss of the capital, usually borrowed to the extent of 
80 to 90 per cent, invested in the cargo; (2) loss of profits because 
the goods fail to reach destination or arrive in damaged condition, 
and (3) loss of prepaid or collectible freight and other prepaid ex- 
penses on loct or damaged goods. 

Creditors are also vitally dependent upon adequate protection of 
cargo against which they have a lien, and a marine insurance cer- 
tificate thus invariably accompanies a bill of lading or a foreign bill 
of exchange. Ordinarily four documents, kno^wn as the "com- 
mercial set," represent and serve as a substitute for the goods con- 
stituting a shipment, viz., the invoice (" the merchant's biU for the 
goods"), the bill of lading ("the carrier's receipt for the goods"), 
the draft or bill of exchange ("the merchant's payment"), and the 
marine insurance certificate ("the document of guaranty"). The 
marine insurance certificate is thus an integral part of the modern 
commercial set of documents, and emphasis should be placed on the 
fact that it is the document of guaranty. Commercial history shows 
that the introduction of the draft or bill of exchange completely 
revolutionized commercial procedure and made possmle the enor- 
mous development of modem international commerce. But the bill 
of exchange could never have attained its usefulness if it repre- 
sented merely an unsecured debt. Its ready acceptance lies in ttie 
fact that it represents a secured debt, and the security is guaranteed 
by the insurance certificate which promises indemnification of the 
goods on the security of which the bill of lading was issued. 

So essential has the marine insurance certificate become, owing to 
the requirements of modern commerce for certainty, convenience and 
speed, that it has largely taken the place of the insurance policy 
itself as the document used in financing commercial transactions. 
The same requirements have also led to the general practice of large 
exporters and others taking out " open contracts " of marine insur- 
ance which will protect aU their shipments over certain described 
routes. Under such policies the insured is usually given the privi- 
lege of issuing certificates from time to time on a prescribed form 
provided by the underwriter. These certificates, when properly 
countersigned, serve as a convenient way of issuing successive nego- 
tiable evidences of the insurance itself. By this method the insured 
is enabled, as occasion requires, to draw against his insurance account 
in much the same manner as checks are drawn against a bank ac- 
count. Such certificates make unnecessary the issuance of many 
copies of the policy, i. e., for each individual shipment, loan, or other 
purpose. Exporters ai*e thus enabled to negotiate a lump-sum total 
of insurance under one policy, and, as occasion arises, to protect 
their consignees, bankers, or other creditors, by issuing to them sepa- 
rate documents which evidence the original policy and which, by 
transferring to the holder the benefit of the insurance, act as a sub- 
stitute therefor. The wording of the certificate can be made such as 
to give it quasi negotiability, thus making it readily acceptable, 
where the responsibility of the underwriter is beyond doubt, in all 
the leading banking centers of the world. 

Economic services rendered by marine insurance. — ^Before discussing 
marine insurance as a national weapon to acquire international trade, 
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it is desirable that we analyze briefly its several economic functions. 
In the absence of marine insurance it is certain that general and con- 
tinuous commerce by water would either have to cease or be con- 
ducted on an xmeconomical and unscientific basis. Uncertainty 
would take the place of certainty and commerce would be reduced 
to a highly speculative if not a gambling plane. Freight charges 
and mercantile profits would necessarily have to be arranged with 
reference to an uncertain hazard and could no longer bring a fair, 
regular, and certain return to invested capital. 

Eliminates the paralyzing effects of worry afnd fear, — Few enter- 
prises are surrounded by so many serious hazards as maritime ven- 
tures. Therefore in the absence of underwriters who are willing to 
assume the consequences of such hazards for a definitely stated pre- 
mium a paralyzing sense of fear and worry would be general in the 
shipping industry. Even at the beginning of the seventeenth cen- 
tury the British Parliament gave expression to the advantage of 
marine insurance by describing it (43 Elizabeth, c. 12) as a means — 

V^hereby it cometh to pass that upon the loss or perishing of any ship there 
followeth not the undoing of anyone, but the loss lighteth rather easily upon 
many than heavily upon few, and rather upon them that adventure not than 
upon those who do adventure; whereby all merchants ♦ ♦ ♦ are allowed 
to venture more wiUingly and freely. 

During the present international war marine insurance proved so 
essential to the free movement of commerce, the very life blood of 
nations, that 11 governments, including the United States and Great 
Britain, saw fit to enter the insurance business at rates lower than 
cost. Vessel owners naturally desire to be protected against the loss 
of their investment or of freight charges which may not have been 
collected in advance. Shippers and consignees need such protection, 
since their goods have been financed with borrowed funds, and since 
bills of ladmg usually provide that " freight prepaid will not be re- 
turned, goods lost or not lost," or that ''tuU freight is payable on 
damaged or unsound goods." By thus giving certainty instead of 
uncertainty, marine insurance enables merchants and vessel owners 
to venture more and to enlarge their commercial efforts. 

DistribtUe losses to the vltimcste consumer. — ^In the last analysis 
all costs in operating any business are reflected in the final price for 
the article or service. The consumer must ultimately pay all bills, 
and in commercial transactions this will include losses through ma- 
rine disasters. The purpose of marine insurance is to reduce such 
losses to a statistical basis and to distribute the same equitably over 
all the interests making up the field of commerce. Vessel and cargo 
owners are thus enabled to buy certainty with a definitely stated pre- 
mium. The sum thus paid is regarded as a normal item in the cost 
of operation, and like any other costs will be included in the price 
of the goods or service. In this way producers are freed from the 
burden of carrying uncertain losses, while consumers are made to 
assume the risks of industry in proportion to the volume of their 
consumption. This is as it should be, and may be regarded as one 
of {he essential purposes^ of all kinds of insurance. 

Gofuses the cheapest distribution of loss, — Not only does marine in- 
surance distribute losses equitably to the ultimate consumer, but 
it materially reduces the amount thus distributed. This is due to the 
operation of the law of average when applied to a combination of a 
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large number of s^arate risks. The larger the number of risks as- 
sumed, the less uncertainty will there be as to the total amount of loss 
on all the risks combined ; and the less uncertainty of loss, the smaller 
is the accumulation of money necessary frqm the many who insure to 
meet the losses of the few. 

Were there no system of marine insurance, the owner of a vessel^ 
if obliged to carry the risk himself, would naturally want as a pre- 
cautionary measure to increase his freight charges by probably some 
10 or 20 per cent. And even then he would be gambling at heavy 
odds, since an early loss, before his self -insurance fimd had readied 
an appreciable amount, would nearly wipe out his equity. Under 
marine insurance, however, this vessel owner is enabled to substitute 
for the great uncertainty confronting him as an individual a certain 
and definite payment (the premium) amounting on the average to 
probably not more than one-tenth of the allowance considered neces- 
sary under a noninsurance system. The burden of the consumer is 
limited to this smaller premium, whereas in the absence of insurance 
it would be substantially increased. By thus eliminating imcertainty, 
marine insurance greatly reduces the margin of profit. Merchants are 
enabled to handle goods on a much narrower margin of return, since 
they are assured of their anticipated trade profits. Vessel owners are 
no longer compelled to accumulate a substantial fund to meet an un- 
certain hazard; while creditors, assured of the greater financial sta- 
bility of borrowers, will feel freer to enlarge their loans and to reduce 
their rates of interest. 

Serves as a basis of credit, — ^Estimates are to the effect that about 
nine-tenths of the property values entering conmierce represent bor- 
rowed funds, and that only about one-tenth is conducted on a cash 
basis. A hundred bales of cotton, for example, are purchased for $20,* 
000 and are paid for with the purchaser's own capital. If this cotton 
had first to be shipped abroad and further purchases deferred until 
remittance of the sales price, only three or four purchases would be 
possible during the cotton-moving season. Instead, this cotton is at 
once graded, insured, and represented by a bill of lading, and this bill 
of ladinp^, together with the marine insurance certificate, will serve as 
collateral for a loan of approximately 90 per cent of the market value* 
A new lot of cotton may be purchased immediately with the proceeds 
of this loan, and this purchase, after being graded and insured, may 
again serve as the basis for another loan. The process may be con- 
tinued until the successive cargoes bought on credit, and probably all 
still afloat, may eaual some ei^t times the original capital of $20,000. 
The opportunity tor profit, it will be seen, is likewise eight times what 
it would be if business could be transacted only on a cash basis. 

The same general process is followed in handling most of the Na- 
tion's leading products that enter our foreign and coastwise trade. 
Moreover, on most of these transactions the margin of profit is very 
small ; in fact, the size of the insurance premium is oft^ a deciding 
factor as to whether a commercial venture diall be undertaken. Under 
such conditions it is clear that creditors must insist that adequate pro- 
tection shall be afforded them a^inst the loss cf the goods on wnioh 
they have a lien. Insurance of the cargoes^ nugnTning the financial 
reliability of the underwriter, makes the credit transactions as certain 
as though all payments had been made in ca^. 
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Stcmdardisea types of risks and creates justice between property 
owners. — ^It is important that types of vessels and cargoes and the 
numerous circumstances connected therewith in different voyages 
and seasons, or under different methods of loading and handling, 
should be correctly estimated by those who make it a regular 
business, i. e., by those who enga^ in the underwriting vocation. 
It is only in this way that there can result a correct arid just stand- 
ardization of different types of risks under different circumstances. 
Marine insurance serves to treat risks scientifically, so that one group 
of property owners is not unjustly burdened for the benefit of an- 
other. There is an approximation of " like rates for like hazards " 
and justice between property owners, trade routes, and types of 
vessels and commodities. 

Karine insurance a national commercial weapon. — ^Thus far atten- 
tion has been directed solely to the services of marine insurance as 
a fundamental instrument of commerce. But foreign trade is al- 
ways a subject of keen rivalry between nations, and emphasis should 
therefore be given to the importance of the possession of a strong 
marine insurance institution as a source of national profit and inde- 
pendence, and a powerful weapon for acquiring and controlling 
important channels of foreign trade. The new era that is being 
ushered in will witness an international trade rivalry unsurpassed 
for keeimess. In this contest marine insurance is bound to play an 
important role. Should this country continue to be a laggard in 
strengthening and broadening its protective (insurance) facilities 
it may justly be regarded as guilty of dissipating a rich opportunity. 

The Jiecessary servants of exporters and importers are banking, 
shipping, and msurance, the latter fulfilling "the very vital pur- 
pose of protecting and stabilizing the banking, conmiercial, and 
shipping factors." To accomplish most, shipping, banking, and in- 
surance (both marine and fire) must be united into some cooperative 
working arrangement.^ Continued separation means weakness, lack 
of national prestige and disjointed action; whereas, union results 
in prompt and adequate service, a united action to meet competitive 

' Recognition of this thought has recently been given expression in many places. A 
few of these expressions may here be indicated : 

The Americas (June number), published by the National City Bank: "A great world 
trade for America must be built on the foundation of three principal commercial facili- 
ties : A merchant marine under our own flag ; a system of adequate banking and finan- 
cial machinery reaching all countries in which we seek to sell our products or buy those 
of other nations on favorable terms; and the protection of fire and marine insurance 
<!onducted under American auspices and run on lines familiar to the business world of 
the United States.*' 

Benjamin Rush, president of the Insurance Co. of North America, while testifying 
before the subcommittee on the Merchant Marine and Fisheries, p. 161 : " Banking, 
ship owning, and marine insurance, taken together, are the three cords which are neces- 
sary to be intertwined in order to get a profitable and healthy merchant marine and to 
provide a healthy trade." 

Edward N. Hurley, chairman United States Shipping Board, while testifying before 
the subcommittee on the Merchant Marine and Fisheries, p. 10 : " If we are going into 
the merchant marine business, which we are in and are going to continue in, we must 
have all branches of tho service arranged for and carried out in America ; the American 
bureau registering the ships, insurance, load lines, and all these things must be 
American/*^ 

The Chamber of Commerce of the United States, resolution adopted at its meeting in 
St. Louia in April, 1019: "The stimulation and development of the Nation's trade is 
vital to the country's prosperity and the solution of its economic and industrial prob- 
lems. The members of this chamber, all business, agricultural, and industrial associa- 
tions and organlzaUons, should direct the attention of their members to the importance 
of this subject and the necessity for encouragement and support of all measures which 
wUl fAcilitate and enlarge American trade with other countries, extend American bank- 
ing and insurance to accompany and supplement the foreini enterprises of American 
commerce, and provide adequate cable and wireless facilities.^ 
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situations, and a sense of national independence worthy of the re- 
spect of others. 

Appreciating the numerous property and credit connections that 
radiate from the leading shipping, banking, and insurance interests 
at practically every center of foreign trade, British commercial in- 
terests have long realized the advantages of cooperation between 
these three complementary factors, since each can be made to serve 
and hasten the growth of the others. Not only have British in- 
surance companies been encouraged to unite into huge combinations 
through actual consolidation or community of interests, but they 
have been permitted, unlike the practice of this countrjr, to write 
numerous kinds of insurance with a view to reducing their overhead 
expenses, to enlarging their underwriting facilities to the utmost, and 
to enabling them to meet the full insurance needs of their clients. 
Nor is there the slightest hesitancy in cooperating vdth other com- 
mercial agencies to acquire business. English bankers throughout 
the world, for example, have arrangements with English insurance 
companies whereby they provide insurance for their clients — ^fire 
insurance to protect their loans on goods while in process of pro- 
duction, and marine insurance to protect their loans when the goods 
are ready for export. Consult the directorates of British insurance 
companies and it becomes clear how judiciously the leading shipping, 
banking, and commercial interests are represented. And then con- 
sult the directorates of leading shipping, banking, and commercial 
interests, and it again becomes clear how judiciously the insurance 
interests are represented. Each factor helps the others through a 
proper association of business interests, until the whole foreign 
trade equipment— shippmg, banking, and insurance— is judiciously 
knit together into one great force capable of pursuing a united and 
intelligent policy. 

The benefits flowing from such united action are many, and merely 
need be mentioned to be understood. Probably foremost in impor- 
tance is the power it gives to preempt leading lines of trade. This 
might be accomplished by furnishing clients with their full require- 
ments ioT all kinds of insurance protection and by aflPording them 
a . continuous insurance market. When once a certain line ox trade 
has been brought under the influence of one of the three important 
factors referred to, it very generally follows that the entire course of 
that trade will be controlled thereafter. But the power of marine 
insurance may also lie in its being denied altogether, or in being given 
only under unfavorable conditions to the citizens of other nations 
which do not possess adequate insurance facilities of their own. 
Several instances were called to the attention of the subcommittee on 
the Merchant Marine and Fisheries where American interests dur- 
ing the recent war emergency were obliged, after (Jerman competi- 
tion was prohibited, to rely upon foreign insurance at rates^ ap- 
parently designed to block American endeavors in certain directions. 

By spreadmg its insurance agencies to the remotest parts of the 
earth. Great Britain has afforded^ to its merchants everywhere the 
convenience of having underwriting facilities near at hand. Its 
merchants are therefore free to extend their activities because of 
the certainty of a continuous insurance market American under- 
writers, on the contrary, were never able, until the recent extension 
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of American branch banks to foreign countries, to enter the foreign 
field to any appreciable extent excei)t through affiliation — an uncer- 
tain way to say the least — ^with foreign branch banks. Prior to the 
war, American fire and marine companies rarely sought licenses in 
foreign fields with the exception of Canada and Cuba. Only two 
companies were reported doing business in England, one each in 
France, Mexico, Australia and China, and none in such important 
South American countries as the Argentine and Chile. The ex- 
istence of a comprehensive national marine insurance institutior? 
also greatly facilitates the adjustment of losses, a factor frequently 
urged in the testimony before the subconunittee on the Merchant 
Marine and Fisheries. Insurance with a foreign company, it was 
asserted, generally requires the transmission of papers, eliminates 
the advantages ox personal conference unless the insurer happens 
to have a personal representative abroad, often produces delay in 
adjustment and final payment, and in case of failure to agree neces- 
sitates a suit in the foreign market to obtain redress. 

Possession of sufficient marine insurance facilities, free from 
foreign control, is also essential for the ijroper safeguarding of 
commercial information. Our recent experience with German in- 
surance and reinsurance companies should make unnecessary further 
proof that marine insurance companies acquire vital trade secrets 
exceedingly useful to the nations they represent. Underwriters 
know the cargoes, consignors, consignees, carriers, trade routes, 
destinations, financial affiliations, and leading contract terms of 
commercial transactions. Adjusters of losses and surveyors of ves- 
sels are also in a position to obtain much information of a secret 
character. Moreover, where reinsurance facilities are so scanty as 
to require reinsurance with foreign companies, the reinsurer be- 
comes thoroughly conversant with vital business secrets which it 
might be presumed are known only to the original insurer. A later 
chapter will indicate the lamentable absence of American marine 
reinsurance facilities and our appalling dependance upon foreign 
companies for a sufficient spread of risk. There is no doubt that 
both England and Germany had this phase prominently in mind 
when they arranged to make themselves independent of all others 
in the matter of marine insurance. Both deliberately pursued a 
policy of strengthening their insurance facilities to such an ex- 
tent as to taie care of t^e largest risks without resort to reinsurance 
in tlie international market. 

But quite aside from the aforementioned advantages — which, how- 
ever, should receive first consideration in the determination of a 
national policy — ^there is no reason why the United States, with its 
great wealth and other facilities, should supinely allow two-thirds 
of all its marine insurance to flow into foreign hands, as is now the 
case. During 1918 American branches of admitted lorei^ marine 
companies collected nearly $40,000,000 of marine premmms, and 
estimates of leading underwriters would indicate that at least an- 
other $22,000,000 was collected on marine risks exported directly 
to nonadmitted and to the home offices of admitted foreign com- 
panies. Moreover, American marine insurance companies paid ap- 
proximately $10,000,000 during 1918 for reinsurance placed with 
foreign nonadmitted companies, an amount equal to one-seventh of 
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their total net marine premium income. During the same year the 
fire premiums received by foreign companies in the United States 
totaled $144,500,000. In all, fire and marine premiums collected by 
foreign companies in the American market aggregated some $216,- 
000,000 in 1918, and to this may be added many millions more re- 
ceived from casualty, liability, and the various forms of inland in- 
surance. All told, foreign companies may be said to derive insur- 
ance premiums from the American market of approximately $250,- 
000,000 annually. It certainly does seem, as was recently stated, 
that— 

The obvious economic duty of the United States and the opportunity of 
American capital is to use and direct this vast field of income for its own 
internal strengthening and to effect its own world-wide distribution, in which 
it has the greatest share and from which good profits arise/ 

Existing obstacles mainly of our own making. — ^Despite the service- 
ability of marine insurance as a national weapon for the upbuild- 
ing of a large merchant marine and a growing foreign trade, this 
country has thus far thoughtlessly dissipated its opportunity by 
pursuing a policy of needless and paralyzing restriction. Later 
chapters will make clear the lamentable status of American marine 
insurance, if judged from the standpoint of a strong national insti- 
tution free from foreign control and capable of serving independ- 
ently and fully the national interest. Approximately two-thirds of 
all the marine insurance originating in this country is controlled 
directly, or by way of reinsurance, by foreign or foreign-controlled 
companies. Regrettable as it must seem, this situation is chiefly of 
our own making. Thus far we have taKen a local view of marine 
insurance, whereas its status, unlike other forms of insurance,^ is 
essentially national and international in character. Existing diffi- 
culties are traceable in part to the unconscious failure of American 
business interests to recognize the national business spirit, so prevalent 
in other leading commercial nations, of supporting our own business 
enterprises everywhere against all others if conditions are substan- 
tially equal. But the basic trouble is found in our dual system of 
government — a Nation of States, each actuated by its own local 
needs and views in insurance matters without much reference to the 
national good. To quote one significant comment on the present 
situation : 

Foreign companies have greatly profited liere by these singular facts: That 
the United States, while enforcing with respect to its import commerce the 
principle of a protective tariff, has abandoned its entire home insurance fields — 
so rich in values and opportunities — to the principle of free trade. At the same 
time, under the numerous restrictive State laws for the regulation of inter- 
state insurance (having the effect of a protective tariff on insurance between 
the States), American companies have been securely bound against engaging 
in free-trade world's insurance. This is doubly economic suicide, since it pro- 
hibits us from competing with foreign countries to protect our own insurance 
as well as to obtain an exchange share of theirs. 

With 48 architects at work, each acting independently of the others 
and without regard to the needs of world commerce, it is small won- 
der that the structure of marine insurance legislation is lacking in 
many vital respects and that there has resulted a setting up, as a 

^ Henry Byans^The Vital Relation of Insurance to Banking and Shipping in the World*! 
Trade after the war, p. 22. 
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former insurance superintendent of New York recently declared. 
" of large hurdles in the way of our companies' progress. Some oi 
these hurdles represent legislation applicable primarily to fire in- 
surance, and marine insurance had the misfortune or sharing an 
unmerited fate by being grouped inadvertently with its larger com- 
panion without any real consideration of the vital differences be- 
tween the two. Other restrictions date back to a time when insur- 
ance had not yet developed to its present state of strength and sys- 
tematic organization and when it was necessary to protect the public 
against schemes and practices which are not now likely to recur. 
The hearings on marine insurance before the subcommittee of the 
Merchant Marine and Fisheries clearly indicate the leading legisla- 
tive disabilities which underwriters regard as most inimical to the 
upbuilding of American marine insurance. These restrictions were 
summarized and embodied in a communication submitted jointly by 
the committee and the United States Shipping Board, under date of 
December 19, 1919, to the governors and insurance commissioners of 
the several States. As stated in this communication, they are : 

(1) Removal by the States of restrictions on the kinds of insurance (other 
than life insurance) which may be transacted by American companies. Foreign 
competing companies have the privilege of writing many forms of insurance, 
and have found this privilege a great source of strength. In recent years 
there has been a steady absorption by British companies of other liability, 
casualty, and workmen's compensation companies through acttlal amalgamation 
or some form of community of interest. But whatever the method, the motive 
is the same, viz, an extension of business, a smaller overhead charge, a re- 
duced outlay along many lines, and an ability to secure the support and accom- 
modate the full insurance demand of large concerns. American marine insur- 
ance companies are barred from writing casualty and compensation forms of 
insurance, and protection, and indemnity insurance. They are almost a unit 
in supporting this recommendation. 

(2) Changing the system of taxing gross premiums to taxation on net 
profits. This is the British system and is just, whereas the taxation of gross 
premiums is neither scientific nor equitable, and has nothing to support it ex- 
cept ease of collection. A hull insured for $100,000 at 5 per cent in the United 
States pays a tax on the premium of approximately $200, against about $25 in 
England. Gross-premium taxation has created a real disability for American 
companies, whereas the substitution of a tax on net profits would do much 
toward placing them on an equal footing with their foreign competitors. More- 
over, a premium written may end in a loss, without, however, any consideration 
being shown under a gross-premium tax. 

(3) Revision of the insurance law of the several States, which is often con- 
flicting and which apparently was drawn primarily with regard to the regula- 
tion of fire rather than marine insurance. Foreign competitors are under no 
such disabiUty. American marine insurance companies are a unit in recom- 
mending that steps be taken to secure greater uniformity in State legislation 
with reference to marine insurance with a view to obviating statutory conflicts, 
and a needless multiplicity of expensive regulations. 

(4) Greater liberality with reference to American companies seeking to enter 
the foreign field directly, or which may have found it necessary to reinsure 
in foreign countries in order to secure a proper spread of risk. Due recogni- 
tion should be given to the American company in its financial statements as 
regards (1) deposits required to be made in foreign countries in order to do 
business there, and (2) sums owing to it from reinsurers abroad. 

(5) No obstacles should be placed in the way of permitting groups of Ameri- 
can companies to unite, under proper regulations, to form companies, associa- 
tions, or pools for the purpose of assuming the reinsurance needed by the group, 
or to undertake operations in foreign countries. Among the greatest handicaps 
to American marine insurance companies have been the absence of sufllcient 
reinsurance facilities in this country, and the heavy reinsurance placed abroad 
with comparatively little reciprocity in this respect from foreign under- 
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writers. Combination and working cooperation between underwriters are fos- 
tered abroad. This gives the advantage of one overhead charge. It fiicilitates 
the wide spread of business. It also gives great financial strength and comity 
of action. 

The necessity of freeing American marine insurance from the 
aforementioned disabilities is more urgent now than ever before. 
For the first time in over half a century the United States has ac- 
quired a large overseas merchant marine, and the thoughts of its 
people are once more strongly centered on the prospects of a growing 
foreign trade. But as the above-mentioned communication states : 

We must not be bUnd to the fact that the immediate future wiU be a time 
of intense international rivalry for commercial portion, and in this competi- 
tive contest marine insurance will assume a very important rOle. Nothing 
should be left undone which will legitimately attract hew capital into the 
marine insurance business or wiU encourage the capital already invested to 
attempt greater things. The immediate situation requires that the legislative 
poUcy of the several States shall not run counter to the needs of the nation 
as a whole. 

Even at the present time, according to testimony before the sub- 
committee on the Merchant Marine and Fisheries, a well-directed 
competitive campaign is being waged by foreign underwriters with 
a view to again reducing American marine insurance to4Jie insignifi- 
cant position of prewar years. Numerous American companies, it is 
true, entered the marine insurance business during the war, but nearly 
all are comparatively small and, in view of existing foreign compe- 
tition, most of them will soon succumb to the inevitable if their 
pathway is not freed of present obstructions. Our vessel owners and 
merchants are certain to face and should be prepared to meet the 
stiffest kind of foreign comjpetition and should not, to quote once 
more from the joint communication of the committee and the Ship- 
ping Board — 

Be handicapped by the absence of marine insurance facilities at home, while 
foreign nations use their weU-developed underwriting faciUties to comb out 
profits and to control, directly and indirectly, many of the leading lines of in- 
ternational commerce. 

Circumstances have favored us in the creation of a large merchant 
fleet within an incredibly short time. Congress has also legislated 
in favor of the creation of exporting organizations and the exten- 
sion of American banking facilities to foreign markets. But ship- 
ping and banking are only two of the three vital factors that serve 
as the foundation of international trade. Marine insurance, ade- 

?uate in extent and operated under American auspices, is the third 
actor, and must be united with the other two to make our foreign- 
trade equipment complete. 



CHAPTER II. 
VOLUME AND CLASSIFICATION OF THE BUSINESS. 

Absence of public recordB. — ^Any inquiry into marine insurance will 
soon reveal an appalling lack of public records indicating the real 
status of the business. The published statistics of all State insur- 
ance departments, as far as summarized totals are concerned, deal 
only with '^marine and inland" insurance combined. As a result 
the aggregates reported by the departments are very misleading, 
since they include various forms of ^^ inland" insurance, such as 
motor-vehicle and tourist-baggage insurance, and have been respon- 
sible largely for many of the erroneous views, widely circulated in 
the last year or two, tending to show the prosperous and growing 
condition of Ajnerican companies. It is comforting to know that 
the leading insurance department — that of New York — ^recognizes 
the deficiency and contemplates the introduction of important 
changes for the year 1921. But for the present the Subcommittee on 
the Merchant Marine and Fisheries found itself greatly handicapped 
in conducting its recent investigation of marine insurance. 

To ascertain the real importance of marine insurance in the 
United States it was necessary to separate the various forms of 
** inland " insurance from the totals for " marine and inland " insur- 
ance through an analysis of the published records for the individual 
companies and, where this was impossible, through correspondence 
with the companies themselves. In fact, it was only through corre- 
spondence that one could even ascertain the number of Ajnerican 
and foreign companies transacting marine insurance in the United 
States. No records could be found which differentiated the volume 
of the business into hull and freight, cargo, and builders' risk in- 
surance, or which indicated the volume of marine insurance ap- 
plicable to the foreign trade as distinguished from that applying 
to coastwise and inland waters. Moreover, no records were available 
to indicate the volume of reinsurance placed with foreign compa- 
nies: the amount of insurance reinsured by American companies, or 
bjr tne branch offices of admitted foreign companies, with nonad- 
mitted foreign companies ; or the amount of marine insurance origi- 
nating abroad and reinsured by foreign underwriters in American 
companies. 

Owing to the dearth of records the committee was obliged to ob- 
tain its information along nearly all of the aforementioned Imes 
through a detailed schedule of inquiries ^ submitted imder date of 
Au^st 1, 1919, to all Ajnerican and foreign companies transacting 
busmess in the United States. The questionnaire contained 17 sepa- 
rate inquiries especially designed to ascertain the extent of consoli- 
dation among tne companies; the degree of cooperation between 
underwriters through conferences, associations, reinsurance pools, 
and other methods of affiliation; the amount and ultimate destina- 

^ For a copy of tbe inquirleB see Appendix III. 
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tion of reinsurance; the proportion of the premium income from 
marine insurance derived by each company from (1) hull and 
freight insurance, (2) cargo insurance, (3) builders' risk insurance, 
(4) coastwise and inland traffic, and (5) traffic in the foreign trade; 
and the reasons for not emphasizing insurance in any one or more 
of these five categories. The response of the companies to this in- 
quiry was almost universal. The lar^e amount of data obtained 
has been compiled and the results of this compilation, it is believed, 
constitute the first comprehensive statement of the present status 
of marine insurance in this country. 

Knmber and importanoe of American companies. — Owing to the fact 
that published State records relate to ^' marine and inland " business 
combined, it is common to hear emphasis placed upon the large 
number of American companies transacting marine insurance. State 
records indicated a total of 186 marine insurance companies and asso- 
ciations (137 domestic and 49 foreign) transacting "marine and 
inland " insurance in the United States. To all of these the commit- 
tee directed its questionnaire, and a brief summary of the situation 
was published in its hearings (under date of Sept. 25, 1919), 
in the form of a preliminary report. The facts as there presented 
were substantially correct, although replies had not yet been re- 
ceived from 12 companies. Subsequent infonnation from these com- 
f)anies slightly changed the figures as originally published, but 
eft all the conclusions imaltereiC 

Adopting the same form of statement as that used in the prelimi- 
nary repoH, the figures explaining the number and importance of 
American companies are as follows : BepUes have been received thus 
far from all except one unimportant domestic company and two com- 
paratively small foreign companies. After eliminating the items of 
motor vehicle, tourist baggage, and registered mail insurance, the 
last two being of minor importance, it appears that only 127 com- 
panies and associations transacted marine insurance in this country 
during 1918, and of this number 40 were foreign companies and 
associations and 87 domestic. But of the 87 domestic companies 13 
are not direct-writing companies and receive all of their business as 
reinsurance from other companies; 2 are direct-writing companies 
but reinsure all their business; 1 transacts only an insignificant 
amount of builders^ risk insurance; 3 recently discontinued writing 
marine insurance ; 3 have been merely organized and have not yet be- 
gun the transaction of business; and 6 confine themselves solely to 
inland and coastwise waters and transact no ocean marine insurance. 
In other words, it appears that there were only 62 direct-writing 
American companies participating in ocean marine insurance dm*ing 
1918, and 68 if both internal and foreign commerce are considered. 
But of the 62 direct- writing American companies, 6 are controlled by 
foreign companies through stock ownership or a common manage- 
ment, while at least 4 more share a very intimate and sympathetic 
relation to forei^ interests by virtue of having directors or leading 
stockholders resident abroad, or by having a management very 
closely affiliated with the management of foreign companies operat- 
ing in this country, together with reinsurance agreements with said 
foreign companies covering a very large proportion of the. total 
business written. Two additional American companies, newly ere- 
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ated and not yet writing business, it should be added, are also foreign 
controlled. 

But the danger of emphasizing the number of American marine 
companies is further revealed by the extent to which a few transact 
the lion's share of the business. Of the uncontrolled American com- 
panies, 2 receive nearly one-fourth of the total net premium income 
received by all the companies from actual marine insurance, after de- 
ducting the motor vehicle, tourist baggage, and registered mail busi- 
ness; 5 over four-tenths; 10 nearly two-thirds; and 15 three-fourOis. 
To show the small way in which many of the American companies 
participate in marine underwriting, it may be stated that 14 un- 
controlled companies derii^ during 1918 less l^an a combined total 
of 1 per cent of the entire net premium income of all uncontrolled 
American companies from actual marine insurance; 26 companies 
received a total of only 4 per cent; and 36 companies (about one-half 
of the total number) only 8 per cent. 

Moreover, of all the 87 American companies only 11 confined 
themselves to marine insurance, and 5 of these are foreign con- 
trolled or very closely affiliated by management and reinsurance 
arrangements. Of the uncontrolled companies, approximately one- 
fifth derived 96 per cent' of their total net premium income from 
fire insurance and from inland insurance otner than marine; one- 
half, at least 90 per cent ; two-thirds, at least 80 per cent ; and three- 
fourths, at least 70 per cent. Excluding the 10 leading companies, 
aU the remaining uncontroUed American companies received ap- 
proximately only 10 per cent of their net premium income from 
marine insurance, while 5 per cent was received from motor- vehicle, 
tourist-baggage, and registered-mail insurance, and 85 per cent 
from fire and its allied forms of insurance. 

Attention should also be called to the noticeable tendency on the 
part of American companies to form groups through interlocking 
directorates, direct ownership, or indirect ownership through some 
finance or securities company. At least 12 instances exist where 
two or more uncontrolled American companies transacting marine 
insurance are thus united. In various mstances also the marine 
departments of a number of companies — ^in one instance 7 com- 
panies and in another 12 companies — ^are represented in common by 
a single agent or manager. The reasons for such grouping may 
be many, but several were especially emphasized by witnesses ap- 
pearing before the committee during its recent investigation. In 
some instances one company, having about reached the limit of its 
possibilities as to volume of business in a given territory, would 
create or acquire a sister company, and by placing it in the same 
territory would be able to draw out of that territory a much larger 
income than would otherwise be possible. In other instances the 
laws of certain States forbade one msurance company owning stock 
in another insurance company, and to comply with such Taws a 
company alreadv owning stock in another company would have 
this stock transferred to a securities xx>mpany, the stock of which, 
in turn, was owned by the insurance company, making the transfer. 
Attention was also repeatedly called to the dearth of able marine 
underwriters in the United States, and this factor, together with 
the desire of becoming affiliated with some agency or managing 

164244—20 2 
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office that had already developed its underwriting facilities, prob- 
ably accounts for the tendency of uniting the operating end of the 
marine departments of a number of companies. 

Volume of marine insurance written. — ^Marine risks written and re- 
newed during 1918 by all companies, domestic and foreign, operat- 
ing within the United States, amounted to $66,080,295,060. This 
total was arrived at after making an approximate deduction for 
motor-vehicle, tourist-baggage, and registered-mail insurance on the 
basis of premium income received from these sources as compared 
with the total premium income on all " marine and inland " busmess, 
This method, it is conceded, is somewhat subject to criticism, but 
premium figures constituted the only data available, and, in any 
case, one uniform plan for making the deduction was applied to 
all companies. Of the foregoing total, branch offices of admitted 
foreign companies wrote or renewed $38,613,4:78,250, or 68.4 per 
cent; American companies controlled abroad through stock owner- 
ship $3,275,101,386, or 5 per cent; and other American companies 
$24,191,720,525, or 36.6 per cent. 

After deducting motor-vehicle, tourist-baggage, and registered- 
mail premiums, the net marine premiums of all American and 
foreign companies operating in the United States aggregated 
$109,729,041 for 1918. Of Oiis total, branch offices of admitted 
foreign companies received $39,437,387, or 35.9 per cent; American 
companies controlled abroad through stock ownership $1,555,128, 
or 1.4 per cent ; and all other American companies $68,736,526, or 
62.7 per cent. Similar compilations were made as regards both net 
premiums and risks for the years 1917 and 1913. Substantially the 
same relative importance of American and foreign companies was 
found to exist, although the total volume of business for 1918 had, 
of course, expanded enormously as compared with 1913. But, as 
already noted, there are a number of important American companies 
which, although not actually controlled in a legal sense, are very 
intimately related to foreign interests by virtue of having officers, 
directors, or leading stockholders connected with foreign companies, 
or by having a management very closely affiliated with the manage- 
ment of foreign branches operating in this country. Consideration 
of these companies in the above figures would materially change the 

Percentages, since net marine premiums of these companies, after 
educting motor- vehicle, tourist-baggage, and registerea-mail insur- 
ance, aggregate no less than $6,483,373, or almost 6 per cent of the 
total net marine premium income of all American and foreign com- 
panies operating in the United States. Nor do the above statistics 
reflect the total marine insurance originating in the United States. 
The committee received estimates from competent underwriters to 
the effect that at least 20 per cent of all marine insurance originat- 
ing in this country is exported directly abroad by brokers and others 
to oe placed with nonadmitted underwriters or with the home offices 
of admitted foreign companies. Such exported business, however^ 
does not appear in any of the reported data on this side, and of 
course is unavailable to the committee. Competent estimates of 
the practice, when combined with the percentages already steted, 
serve still further to show the appalling extent to which foreign 
underwriters have their grip upon marine insurance orignating in 
this country. 
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• Extent of reinsurance. — ^All reinsurance figures, as published by the 
State insurance departments, unfortunately relate to the combined 
item of ^ marine and inland insurance, and it was found impossi- 
ble to ascertain to smy reliable degree the total amount of reinsur- 
ance applying to marine insurance proper. But the figures avail- 
able for the combined item will nevertheless illustrate forcibly the 
great importance of reinsurance. For all of the 87 American marine 
insurance companies gross ^^ marine and inland " premiums for 1918, 
after deducting returned premiums, amounted to $158,996,523, and 
of this amount $65,882,233, or 41.5 per cent, was reinsured with other 
companies, both domestic and foreign. For the 40 alien companies 
with branch offices in the United States the percentage is almost the 
same, and the showing relates almost wholly to marine insurance 
proper, since for all these companies motor- vehicle, tourist-baggage, 
ana r^istered-mail insurance was comparatively small, the net pre- 
miums aggregating only $2,264,606 out of a total gross marine and 
inland premium income of $71,898,000. Of this total, $30,196,000 
was reinsured with other c(»npanies, or 42.1 per cent. Stated in an- 
other way, the amount of business reinsured by American marine 
companies amounted to 71 per cent of the amount retained, while for 
the branches of foreigh-aamitted companies the amount reinsured 
was equal to 76.5 per cent of the amount retained. 

As previously explained, 13 of the 87 American companies, oper- 
ating in 1918, were not direct-writing companies and received all 
their marine business as reinsurance from other companies, while 
tvro were direct- writing, companies but reinsured all their business 
with other underwriters. Moreover, as will be explained in the next 
chapter, many American companies, partly through choice and 
partly through necessity, place a very substantial part of their rein- 
surance with nonadmitted foreign underwriters. 

The extent to which marine underwriters limit their normal line 
of risk is further indicated by the replies to the New York Insurance 
Department's annual request from each company for a statement of 
the " largest net amount on any one hazard.^ Seventy-six of the 87 
American companies referred to in this report answered that ques- 
tion for the year 1918, although the statements relate to both fire and 
marine business. Nine of these companies assumed a maximum risk 
of only $10,000 or less; fifteen $20,000 or less; twenty-six $30,000 or 
less; twenty-nine $40,000 or less; forty-two, or over one-half, $50,000 
or less ; fifty $75,000 or less ; and fifty-nine $100,000 or less. Only 17 
of the 76 companies carried more than $100,000 on any one hazard, 
and these invariably represented the stronger companies. Only 21 
of the foreign companies referred to in this report seem to have an- 
swered the department's inquiry, but the information available is 
probably representative and, unlike the figures for the American 
compames, relates almost exclusively to marine insurance. For 16 of 
these 21 companies the largest net amount on any one hazard is 
placed at $50,000 or less, while in 10 instances, or one-half of the 
number, the limit is $25,000 or less. 

Financial standing of the companies. — ^At the close of the year 1918 
the 87 American marine and fire-marine companies had an aggre- 
gate capital of $88,816,118, a surplus (exclusive of capital) of 
$170,185,251, a total surplus to policyholders (capital and surplus 
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combined) of $259,001,369, and admitted assets of $647,181,964; 
These fimires, of course, relate both to fire and marine insurance and 
can not De segregated with reference to each form of insurance sep- 
arately. It should also be noted that relatively few companies rep- 
resent the larger portion of the figures here presented. Only 13 
of the companies had a capital of $43,700,000, or nearly one-half 
(49.2 per cent) of the total for all 87 companies. Their surplus, 
over and above capital stock, was $102,953,086, or nearly 61 per cent 
of the total for the 87 companies; their surplus to policyholders 
(including capital stock) was $146,653,086, or nearly 57 per cent of 
the grand total; while their admitted assets totaled $368,695,363, or 
57 per cent of the assets possessed by all the companies. During 
1918, 122 fire insurance companies transacting business in the State 
of New York, with a capital stock of $30,529,687, a surplus to policy- 
holders of $92,876,013, and admitted assets of $168,268,405, were not 
participating in any way in the marine insurance business of this 
country. 

Turning next to the financial standing of the 40 branches of for- 
eign admitted companies transacting marine insurance in the United 
States, it appears from the reports of State insurance departments 
that their surplus to policyholders in this country is $22,428,925, and 
their total admitted assets $45,952,782. During 1918, however, these 
foreign branches, besides writing net marine and inland premiums 
of $41,701,994, also wrote nearly $66,000,000 of net fire premiums. 
But it is very important to remember that the home offices of these 
foreign companies have in nearly all instances pursued a policy of 
accumulating huge surpluses, anS that with very few exceptions all 
the assets of each company (other than life insurance funds) are 
liable for payment of losses wherever incurred, including the United 
States. 

The financial position of nearly all the British marine companies — 

According to a former statement from the Statist — 

is of such strength that even an unusually long period of adversity could be 
faced. with equanimity. By a long process of eUminating dividends, they have 
acquired funds so large that poUcyholders are most adequately secured, while 
at the same time the interest earnings are sufficient, or nearly sufficient, to 
provide for the maintenance of the present rate of dividends. Thus even very 
moderate trade profits are amply sufficient to steadily increase the financial 
security. * * * In fact, the financial position of most of the offices is bo 
strong that temporary profit fluctuations may be disregarded, and in many cases 
present dividends could be maintained even if the companies undertook no 
more business whatever. 

Thus the 22 British companies writing marine insurance in the 
United States through branch offices had an authorized capital at 
the close of 1917 of $191,526,239, of which $178,152,655 (or 91 per 
cent) was subscribed and $48,973,500 (or 25.5 per cent) actusuly 
paid in. The total assets of $856,209,296 seem extraordinarily large 
for so small a number of companies, but the figure is misleading, 
since a considerable number of the companies carry life insurance 
policies with theii; rapidly increasing reserves. The net surplus of 
this limited number of companies, however, is worthy of note, since 
it reaches the huge total of $162,380,829. 

Clasnfioatioii of the buBiness. — ^As regards the classification of Amer- 
ican marine insurance into the respective proportions applying to 
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coastwise and inland traffic and to traffic in the foreign trade, and to 
hulls and freight, cargoes, and builders' risks, no public records of 
I any sort were obtainjS)le. Accordingly the committee, under date 
' of August 1, 1919, requested all the companies to furnish an analj^zed 
statement for the year 1918 of (1) the portion of their total premium 
I income from marine insurance derived from coastwise and inland 
; traffic and from traffic in the foreign trade, and (2) a similar state- 
ment of their premium income from marine insurance derived respec- 
tively from hull and freight insurance, cargo insurance and builders' 
risk insurance. A number of companies imfortunately had not 
kept their records with a view to any detailed classification of the 
kind suggested and expressed their inability to separate their busi- 
ness as requested. The great majority of companies, however, in- 
eluding all the leading ones, furnished the information, although 
in some instances the figures were given as only approximately cor- 
rect. Owing to the time required for the compilation, many of the 
companies' returns were considerably delaj^ed, and accordingly the 
committee's preliminary statement of the situation, as per the infor- 
mation received by September 25, 1919, requires some modification 
, in view of subsequent returns. 

! Business derived from (1) coastwise and inland trafilc, and (^) 

fraMc in the foreign trade. — Seventy-two of the 8Y American com- 
panies furnished an analysis of their business on this basis of clas- 
sification, and an overwhelming majority derived their largest prem- 
ium income from traffic in the foreign trade. Only 9 companies 
received 50 per cent or more of their marine premium income from 
inland and coastwise traffic;, and of these companies 6 confine them- 
selves entirely to inland and coastwise risks, while one other company 
derived 96 per cent of its marine income from this source. Sixty- 
three of the returns indicate that 50 per cent or more of marine pre- 
mium income is derived from traffic in the foreign trade. In 4 instances 
the percentage ranges between 50 and 59 per cent ; in 7 between 60 and 
69 per cent; in 13 between 70 and 79 per cent; in 23 between 80 and 
89 per cent; in 5 between 90 and 94 per cent; in 8 between 95 and 
99 per cent; while in 3 instances all marine insurance applied to 
traffic in the foreign trade. 

For branch offices of foreign admitted companies a similar show- 
ing presents itself. Thirty-five of the 40 alien companies transact- 
ing marine insurance in the United States furnished an analysis 
of their business to the committee. Of these, 3 derived all their 
marine premium income from traffic in the foreign trade during 
1918 ; 7 between 95 and 99 per cent ; 4 between 90 and 94 per cent ; 
14 between 80 and 89 per cent; 3 between 70 and 79 per cent; 3 
between 60 and 69 per cent; and one 51 per cent. In other words, 
all except four of these companies received over 70 per cent of their 
marine income from traffic in the foreign trade, and all except seven 
received over 80 per cent. 

Cargo in^surance. — Replies to the committee's questionnaire clearly 
indicate that American companies cater primarily to cargo insur- 
ance and do not, as a general proposition, emphasize hull insur- 
ance. A number of companies expressed their inability to separate 
their business into respective proportions for hull and freight, cargo, 
and builders' risk insurance. Seventy -two American companies have 
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furnished the committee with a detailed classification of their busi- 
ness for 1918. Of these 72 companies, 4 transacted no hull and 
freight insurance at all; 12 derived less than 10 per cent of their 
total marine premium income from hull and freight insurance; 
19 less than 15 per cent; 25 less than 20 per cent; 43 (considerably 
over one-half tne total number) less than 33 per cent. Only 20 
of the entire number derived 50 per cent or more of their marine 
premium income from hull insurance. Almost all of these compa- 
nies received nearly all of the balance of their marine premium in- 
come from cargo insurance. Much the same situation is also re- 
vealed by the reports furnished the committee by the American 
branch offices of foreign admitted companies. But the committee 
has been advised by competent imderwriters that the practice of 
exporting marine insurance directly to the foreign market is resorted 
to particularly in the case of hull insurance. Some of these esti- 
mates are to the effect that at least 50 per cent of all American hull 
insurance is thus exported. 

Hull insurance.— -^he unsatisfactory condition surrounding hull 
insurance is freely confirmed by American companies in their replies 
to the committee's questionnaire. Fifty-nine of the 72 American 
companies already referred to report that they do not emphasize 
hull insurance; 19 companies explain that they have found their 
hull business to be unprofitable; 9 state that they do not emphasize 
hull insurance and write it very sparingly because of the hop»eless 
outlook for this class of business at the time they began writing 
marine insurance; 14 report that they found only a small profit in 
hull insurance in prewar times, while at present the situation is still 
less hopeful because the enormous increase in the cost of repairs 
and salving has been accompanied by little or no increase in pre- 
miums overs those of prewar years; and 20 state that competition 
of companies located in foreign countries, and the facility with 
which owners and brokers export marine insurance to such coun- 
tries, precludes any hope of success. Several companies report that 
they are endeavoring to reduce their hull business, and one impor- 
tant company explains that its hull business, instead of constitut- 
ing 72 per cent of its whole business as in 1918, will be around 25 
per cent only in 1919, since it is materially curtailing this class of 
business on account of competition with the foreign insurance mar- 
ket, which escapes all Government and State taxes. A number of 
companies also express the view that if the Government would in- 
sure at least a portion of the hull values it controls with American 
companies material benefit would result through an increased spread 
of business. 

Builders^ risk insurance.— The situation explained for hull in- 
surance is practically duplicated in the field of builders' risk in- 
surance. A number of companies again expressed their inability to 
separate this class of business; but 69 American companies have 
furnished the proportion of their premium income from marine in- 
surance derived from builders' risk insurance. Eleven reported that 
they transacted no such business during 1918 ; 6 received merely the 
pittance of one-half of 1 per cent of their marine premium income 
irom this source; 10 between one-half of 1 and 1 per cent; 16 between 
1 and 2 per cent ; 8 between 2 and 3 per cent ; 3 between 8 and 4 per 
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cent; 4 between 4 and 5 per cent; 1 between 5 and 6 per cent; 6 
between 6 and 7 per cent; 1 between 8 and 9 per cent; 8 (two of 
which are foreigned owned^ 10 per cent; 1 (an American company) 
12 per cent; and another (a foreign owned company) 84 per cent. 
Seventeen companies (one-fourth of the total number reporting) 
received one-half of 1 per cent pr less of their marine premium in- 
come from builders' risK insurance; 27 (one-third of the total num- 
ber) 1 per cent or less; and 51 (nearly three- fourths of the total) 
only 3 per cent or less. Here, again, much the same situation is 
shown by the reports received from the American branch offices of 
foreign companies. But, as in the case of hull insurance, the 
committee has been advised by competent underwriters that the 
practice of exporting insurance directly to the foreign market is 
also resorted to very largely in the case of builders' nsk insurance. 

Even in the case of naval vessels in course of construction for the 
United States Navy, from one-half to three-fourths of the required 
builders' risk insurance is placed with foreign companies, including 
those having United States branches. The reasons assigned why a 
greater volume of business is not placed in American companies are 
the limited number of such companies, the limited capital invested 
in marine departments of these companies, and the extreme con- 
gestion of values at risk, owing to the large value of individual vessels ' 
and the fact that a number are bein^ constructed at the same tiine 
in the same yard. Efforts were made not long ago to place all the 
required insurance in the home market, but a careful canvas revealed 
that, while this market had expanded somewhat, the increase in the 
cost of naval construction had kept pace with the expansion, so that 
in reality American companies were no better prepared to underwrite 
the construction risks of the Navy than they were a decade ago. In 
the case of large battleships and battle cruisers, it even happened 
that the world market was unwilling to assume the entire risk (some- 
times the willingness extended to oiuy half the values involved), thus 
making the Government a coinsurer in case of total losses or for 
losses in excess of the amount that could be placed with underwriters. 

As in the case of hull business, American companies freely con- 
firm the unsatisfactory conditions surrounding builders' risk in- 
surance. Fifteen companies state that the field has been greatly re- 
stricted through the operations of the insurance fund of the Emer- 
gency Fleet Corporation of the United States Shipping Board; 20 
comp*anies report that they do not emphasize such msurance because 
they see no opportunity of securing any business except at unprofit- 
able rates; nine explain that when they began writing marine in- 
surance they found that builders' risks were almost wholly going 
to companies located in foreign countries, because, among other 
reasons, such companies may assume hazards which are forbidden to 
American companies by the laws of the various States in this country ; 
and nine report that companies in foreign coimtries, who escape 
taxes and other expenditures which American companies must meet, 
seem anxious to have the business at rates which they (the American 
companies) would find unprofitable. 



CHAPTER III. 
EXTENT OP FOREIGN CONTROL. 

Control of American companies. — ^As explained in the previous chap- 
ter, 6 of the 62 direct-writing American companies, participating 
in ocean marine insurance during 1918, are controlled by foreign 
companies through stock ownership. All of these companies (group 
^ 1 for purposes of later reference) are controlled by British inter- 
ests, and the stock ownership is almost complete, amounting to over 
99 per cent of the shares in all cases except one where the number 
of shares owned amounts to nearly 98 per cent, of the total. Two 
of these companies, it is interesting to note, placed 100 per cent of 
all their reinsurance with foreign companies; three more placed, 
respectively, 67, 64, and 55 per cent in this manner, while one, with- 
out stating the percentage, explains that it reinsures a share of all 
its business (on the basis of a fixed division) with the United States 
, branches of six British companies operating with it under the same 
joint management. Two other American companies, newly created 
and not yet writing business at the time of the committee's investi- 
gation, are also foreign owned, one by British interests and the 
other by Kussian. In the latter case, however, information is to 
the effect that, owing to the chaotic state of affairs in Eussia, the 
management of the new company is expected to Americanize the 
American branch of the foreign parent company by taking over all 
of its business. 

Four additional companies (group 2 for purposes of later refer- 
ence) clearly have strong foreign affiliations, although it is not 
meant to imply that there is any loreign control legally. These four 
companies operate under one underwriting agency, and all issue a 
policy in which each of the other companies participates. Three of 
the companies also have, in the main, a common management. One 
of the companies has four directors and four of its leading stock- 
holders resident abroad; another has three foreign marine insur- 
ance companies among its leading stockholders; while the remain- 
ing two also have foreign interests represented in their directorates 
and among their leading stockholders. Moreover, approximately 
three-fourths of all the reinsurance of these companies was placed 
with foreign underwriters during 1918. 

Beyond the 12 companies referred to, approximately one-fifth of 
the direct- writing companies engaged in ocean marine insurance, 
no further direct affiliations with forei^ companies are indicated 
by the returns to the committee's questionnaire. In a number of 
instances (group 3 for purposes of later reference) the marine de- 
partments of very important American companies are managed by 
the same interests that manage the United otates branches of im- 
portant groups of foreign companies. Where such joint manage- 
ment exists, it was found to be a general practice to effect reinsur- 
ance arrangements for an exchange of business, on a share basis, 
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between all the companies in the office. As a result some of these 
companies place an exceedingly large proportion (in three impor- 
tant instances 76, 91, and 92 per cent, respectively) of their total 
reinsurance with foreign companies. But the managements in these 
cases have insisted strenuously to the committee that such joint man- 
agement in no sense implies foreign control or affiliation, that the 
American companies in question remain independent in their con- 
duct, and that foreign interests have exerted no pressure in any 
respect. 

Bistribntion of business between American and foreign companies. — 
As pointed out in the previous chapter, total marine-insurance risks 
written and renewed during 1918 by all companies, domestic and 
foreign, operating in the United States amounted to $66,080,295,060, 
after making an approximate deduction from the published " marine 
and inland " figures for motor- vehicle, tourist-baggage, and regis- 
tered-mail insurance. Total net marine premium income, after mak- 
ing a similar deduction, aggregated $109,729,041. Presented in 
tabular form, and including only American companies composing 
groups 1 and 2 (referred to above), the extent of foreign control as 
regards the above totals may be indicated as follows : 



• 


Risks written and renewed. 


Net marine premiums. 




Amount. 


Peroentage 
of total. 


Amount. 


Percentage 
of total. 


United States branch offices 


I38|613,473,250 

3,275,101,386 

£86,108,138 


58.4 

5.0 

.9 


139,437,387 
1,555,128 
1,176,489 


35.9 


ComDanies ooniBiislne srouD 1 


1.4 


^HlDAPim? COiTinrislnff irroiip 2 


1.0 






Total 


42,474,677,774 


64.3 


42,109,004 


38.3 







Similar compilations for the years 1917 and 1913, as regards both 
net premiums and risks written and renewed, show substantially 
the same relative importance of American and foreign companies. 
The volume of business for 1918 and 1917, however, increased enor- 
mously as compared with 1913, owing mainly to greatly increased 
values, an increased volume of traflSc, and double insurance on many 
risks, i. e., once to cover the marine hazard and again to cover the 
war risk. An examination of the aforementioned figures at once 
calls attention to the striking difference in the showing for risks 
written and renewed as compared with that for net premiums. In 
the case of risks written and renewed the extent of foreign control 
13 64 per cent (nearly two-thirds), while in the case of net premiums 
it is only 38 per cent. According to leading underwriters this differ- 
ence is mainly accounted for by the fact that British companies are 
keen competitors for what might he called the choicest classes of 
business on which the rates of premium are very low. Shipments of 
gold and specie, which are generally classed separately from reg- 
istered-mail insurance, constitute an example of this kind. But 
there are numerous other lines of merchandise, such as copper bul- 
lion, etc., where the values are very great and where British com- 
panies seem to be able to handle such large amounts in one trans- 
action that American companies have had little opportunity to se- 
cure any of the business. The effect of such classes of cargo upon 
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the whole business would be .to show a much lower average rate of 
premium when measured by the gross amount insured. American 
companies, it is asserted, generally have a larger amount of higher- 
rated business, whereas British companies ordinarily will not write 
what are commonly described as rough risks. It has also been sug- 
gested that American companies probably have a smaller admixture 
of exceedingly low-rated business than the British. 

From the standpoint of net premium income — ^the most favor- 
able showing by far — it would appear that uncontrolled American 
companies wrote, during 1918, considerably over half of the marine 
insurance transacted in the United States. But, as previously pointed 
out, the committee has received estimates from competent under- 
writers to the effect that at least 20 per cent of all marine insur- 
ance originating in the United States is exported (cabled) directly 
abroad by brokers, shipowners, merchants, and others to be placed 
with nonadmitted imderwriters or with the home offices of admitted 
foreign companies. Some of the estimates place the percentage of 
such exJ)orted insurance at 25 to 30 per cent. Assuming only 20 
per cent and applying this to the net premium income collected in 
the United States ($109,729,041), it would appear that on the basis 
of premiums foreign interests control American marine insurance 
to the extent of at least 58.5 per cent. If 25 per cent is assumed, 
and this is probably nearer the truth, the extent of foreign control 
would be nearly 63 per cent. Moreover, as will be pointed out in 
the next section, American companies received some five millions 
of premiums during 1918 on marine insurance originating abroad 
and reinsured or directly assigned to them by foreign underwriters, 
this amount appearing in their published statements, although not 
representing American business. 

fieinsurance with admitted and nonadmitted foreign companies. — ^An- 
other indication of the importance, of foreign influence is found 
in the extent to which American companies reinsure with foreign 
companies. To ascertain these data, the committee conducted a cor- 
respondence with all domestic and foreign companies operating in 
the United States. Thus far the desired information has been ob- 
tained from 69 of the domestic companies. Twenty of these com- 
panies (all comparatively small, except two) advised the committee 
that none of their reinsurance was placed with alien companies, 
either admitted or nonadmitted. Of the remaining 49 American 
companies, 6 placed 10 per cent or less of their total reinsurance 
during 1918 (based on premiums) with foreign companies; 2 be- 
tween 11 and 20 per cent; 3 between 21 and 30 per cent; 4 between 
31 and 40 per cent; 11 between 41 and 50 per cent; 3 between 51 
and 60 per cent; 9 between 61 and 70 per cent; 6 between 71 and 
80 per cent ; 2 (one of which ranks among the very largest Ameri- 
can companies and which reinsured 60 per cent of its enormous 
business) 91 and 92 per cent, respectively; and 3 (one of which is for- 
eign owned) 100 per cent. Stated in another way, 27 of the 49 
companies placed 50 per cent or more of their total reinsurance with 
foreign companies, while* 20 placed 60 per cent or over. Based on 
premiums, the reinsurance placed with foreign interests by the 49 
American companies referred to amounted to slightlj^ over one- 
half their total reinsurance with all companies (foreign and do- 
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mestic combined), and to nearly 43 f^r cent of the total reinsurance 
(with foreign and domestic companies combined) placed by all of 
the 69 companies reporting to the conmiittee. 

With reference to the United States branch offices of the 40 ad- 
mitted foreign companies, the committee received detailed informa- 
tion from 31, three of the companies failing to send any information 
and six omitting to give their reinsurance with other foreign branch 
offices operating wiux theim under the same joint management. Of 
the 31 compames referred to, 10 (all, except one, havmg little or 
no reinsurance) placed no reinsurance with other foreign companies 
during 1918; two (also with very little reinsurance) placed 10 per 
cent or less of their total reinsurance with foreign companies; two, 
between 11 and 20 per cent; one between 21 and 30 per cent; one 
between 31 and 40 per cent; three between 41 and 50 per cent; six 
between 51 and 60 per cent; two between 61 and 70 per cent; one 
between 71 and 80 per cent; one between 81 and 90 per cent; and 
two 100 per cent. It is interesting to note that these 31 foreign 
companies placed 54 per cent of their total reinsurance with other 
foreign companies, and only 46 per cent with American companies, 
including tnose imder foreign control. But the absolute amount 
thus reinsured with American companies, it is important to bear in 
mind, is considerably less than one-half of the reinsurance placed 
by Ainerican companies with foreign admitted and nonadmitted 
companies 

Keinsurance hj American companies with foreign companies, it 
should be explained, is by no means limited to the branch offices 
of admitted companies. Thirty-six American companies, which 
reported to the committee on the matter, placed reinsurance during 
1918 with nonadmitted companies or with the foreign offices of 
companies possessing branches in this coimtry, to the extent of 
$10,421,787 of premiums, and named 68 nonadmitted foreign com- 
panies, located in 10 different countries, with whom such rein- 
surance was placed. Of these companies, three placed all their re- 
insurance with nonadmitted companies or with the foreign offices 
of admitted companies; two between 71 and 80 per cent; two be- 
tween 61 and 70 per cent; three between 51 and 60 per cent; one 
between 31 and 40 per cent ; three between 21 and 30 per cent ; nine 
between 11 and 20 per cent; and thirteen 10 per cent or less. It 
appears, moreover, that American companies give much more re- 
insurance to nonadmitted companies, or the foreign offices of ad- 
mitted companies, than they receive in return. Only 10 of the 
aforementioned 36 domestic companies reported any business writ- 
ten abroad and reinsured with American companies. The total 
thus reported was only $4,931,976 of premiums as compared with 
$10,421,787 flowing in the other direction. But of this five millions, 
five companies received nearly 92 per cent, and of these companies 
three share a very sympathetic relation to foreign interests by hay- 
ing directors or leading stockholders resident abroad, while one is 
under the same joint management that manages the American busi- 
ness of three important foreign companies. 

Source of foreign strength. — ^When foreign interests control two- 
thirds of so vital a business as marine insurance, there must be 
weighty reasons which account for the phenomenon. These reasons 
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are not far to seek and were fully developed during the committee's 
hearings. Their existence, unfortunately, had never before been 
given any publicity worthy of the name, and to this lack of publicity 
and, consequently, of a proper understanding of the problem may 
be attributed the continued existence during many years of the pres- 
ent appalling situation. The regrettable fact about it all is that 
many of the serious obstacles that must now be overcome to effect 
a radical change were quite unnecessary and of our own making or 
due to our own indifference. The present sources of foreign strength 
are numerous, and in enumerating them special reference is had to 
the underwriting facilities of Great Britain, which exceed by far 
all other foreign insurance interests in the American market. 
Briefly described, the leading advantages enjoyed by foreign under- 
writers, as compared with our own, are the following: 

(1) A world market of long development, — ^British underwriters 
not only furnish the largest marine insurance market of the world, 
but British companies have consciously pursued a policy, extend- 
ing over many years, of strengthening their position by the accumu- 
lation of huge surpluses. The marine insurance market of the 
world, in fact, centers in London and Liverpool. The companies of 
these centers have their correspondents all over the world and thus 
possess the best sources of information. American companies, it 
was generally conceded during the committee's hearings, must ask 
London for information as to prevailing conditions in the marine 
insurance markets of other nations. To hold their American 
interests, British companies have also pursued a high standard 
in the prompt and full settlement of claims. Their record in 
this respect has been excellent with the result that many business 
men have acquired the habit of always insisting on an English policy. 
A considerable volume of business thus naturally gravitates to the 
foreign market because of long standing acquaintance between native 
insured and foreign underwriter. The huge size of the business 
and its apparent permanency have also attracted a large personnel 
of trained underwriters and experts capable of handling a form of 
insurance requiring the most highly specialized training. 

(2) A hroader spread and broader reinsuranfice faciliiies, — ^By 
establishing themselves in all parts of the world through extensive 
agency systems, British companies obtain an enormous volume of 
business and an unequaled diversity of hazard. Through the use 
of foreign markets they therefore share in the premium income of 
almost every trade and thus enjoy the benefits of a sufficiently con- 
stant and diversified premium income. With so many large and 
stable companies in existence, the facilities for reinsurance are also 
enlarged to such an extent as to make possible the underwriting of 
tremendously large risks. American companies have always been 
handicapped by a lack of proper reinsurance facilities, and one of 
the earliest difficulties confronting our companies was the fact that 
foreign companies, when offered a portion of a risk, would insist, 
owing to their possession of a broad reinsurance market, on taking 
" all or none." Such an attitude it was clearly impossible for the 
smaller American companies to meet. 

Volume and spread of business and adequate reinsurance facilities 
are the essence of marine insurance. Their possession means sta- 
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bility and power, while their absence spells uncertainty and weak- 
nes& British marine insurance companies may be compared to a 
centipede with its hundred feet placed in all the markets of the 
world. The loss of one foot will not seriously interfere with the free 
movement of the others. Loss in one market, possibly deliberately 
incurred to acquire business or to crush competitors, is lost sight 
of in the profits made in the markets of England or of other nations. 
The committee's attention has been called to the present policj of 
foreign underwriters of writing various classes of American busmess 
at lower rates than they do their own or those of other nations, with 
the object of eliminating American companies from the field. This 
they can easily do because of the international spread of their busi- 
ness, while American companies are unable to compete because their 
whole operation is confined to the one limited market upon which 
the very much stronger foreign competitor is concentrating his fight- 
ing abilities. Under such conditions it seems strange that many of 
our States should have made it unnecessarily difficult for American 
companies to enlarge their foreign operations. As one prominent 
underwriter states: 

Under present State laws, when an American company makes a deposit of 
fands as a prerequisite to obtaining a license in a foreign country, under 
precisely the same sort of requirements as its own home State exacts of a 
company domiciled in the country where the American desires to trade, the 
amount of such deposit is taken out of the American company's assets at 
home. Tills handicaps an American company transacting business in foreign 
countries in several ways, one of which is the reduction in the amount which 
it may write on a single risk. In some States a company may not carry at 
its own risk more than 10 per cent of its capital, or in others of its capital and 
surplus or of its assets. Such restrictions hamper a company terrifically. 

(3) A close union with hcmking and shipping interests. — Our 
previous discussion of this phase of British marine insurance makes 
repetition unnecessary. Banking, shipping, and insurance are coiiv 
plementary factors and can be of mutual assistance to each other. 
Numerous property and credit connections radiate from the leading 
shipping and banking interests at all the leading ports of the world, 
and any insurance growing out of such connections can be delivered 
easily to affiliated underwriters. English banks throughout the 
world, as previously explained, have arrangements with English in- 
surance companies whereby they provide insurance for their clients 
through all the stages of production and shipment. It is largely 
through this union, as yet scarcely attempted in this country, that 
Britidi insurance companies have been enabled to give merchants 
everywhere the convenience of underwriting facilities near at hand, 
and that they have acquired their present strength and prestige and 
ability to control competitive situations. 

(4) Freedom to combine or to form commvmities of interest, — Xot 
only do British insurance companies cooperate with the nation's bank- 
ing and shipping interests, but they have united (and have been en- 
couraged by their Government to do so) into large groups through 
actual consolidation or the formation of communities of interest. 
By this means they have not only enlarged their underwriting ca- 
pacity and strengthened their financial standing, but have reduced 
materially their overhead charges. Combination and working co- 
operation also facilitate the spread of business and bring about a 
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•eater comity of action. In the United States, on the contrary, 
Itate laws are generally unfavorable to insurance companies owning 
stock in corporations transacting similar lines of business. If Ameri- 
can companies would cooperate on a larger scale, especially with re- 
spect to reinsurance, not only would much of our business be kei>t 
here, but more successful efforts could be made to bring new busi- 
ness to the United States, whereas little is now received m exchange 
for wh^t we send abroad. Testimony during the committee's hear- 
ings clearly indicated that American underwriters support this view, 
but any suggestion for action under present conditions generally 
brought the response that " there are jaus for law breakers." Legis- 
lation permitting groups of American companies to unite in forming- 
and incorporatmg companies (or comprehensive associations) in- 
tended to transact a reinsurance business, or to do direct underwriting 
in foreign markets, would go a long way toward relieving the pres- 
ent necessity of relying upon foreign markets for reinsurance pro- 
tection. 

Mention should also be made of the fact that it is almost the luii- 
versal practice among British companies to transact business upon 
a subscribed capital, only a small percentage of which is actually 
paid in, while Ainerican companies are obliged to have all their capi- 
tal fully paid. The 22 British companies possessing branch offices 
in the United States, it will be recalled, had a combmed authorized 
capital of 191^ millions of dollars, 178 millions of which was sub- 
scribed, but only 49 millions or one-fourth, was actually paid iiu 
As regards 18 of these companies, the paid in capital was less than 
that subscribed, amounting m four instances to only about one-half 
of the subscribed capital ; m 2, only one-third ; in 2, only one-fourth ; 
in 4, only one-fifth; in 3, only one-seventh; and in 3, only one-tenth. 

(5) Permission to write nv/merous hinds of inswrance, — ^British 
marine-insurance companies have the privilege of writing practi- 
cally any kind of insurance, and have shown a distinct tendency in re- 
cent years to absorb or otherwise combine with casualty, liability, and 
workmen's compensation companies. The motives are not far to seek. 
By transacting many kinds of insurance, a company's overhead 
charges are materially reduced, and it is also placed in the advanta- 
geous position of being able to meet the full insurance needs of its 
clients. Moreover, various forms of insurance complement one an- 
other in that bad results in one branch for a series of years are apt 
to be counterbalanced by good results in some other branch. 

Many of the witnesses appearing before the committee expressed 
a desire for the removal of State restrictions on the kinds of insur- 
ance (other than life insurance) which may be transacted by Ameri- 
can companies. Prior to 1910 it was the practice at first, and later 
the law, in the State of New York that insurance companies could 
not transact more than one class of business, i. e., a fire company 
could not be admitted to do marine insurance, and a marine com- 
pany could not be admitted to transact fire insurance. This law 
ceased to operate on January 1, 1910, and American companies may 
now transact both fire and marine insurance, but may not do any- 
thing else unless their charters provide otherwise. Despite the par- 
tial change, however, great harm had been done by the practice dur- 
ing the years it existed. Not only were American marine companies 
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restricted in their sphere of action but many important fire com- 
panies were prevented from getting into the marine insurance busi- 
ness. American marine companies, judging from their answers to 
the committee's inquiry as to why they did not emphasize certain 
types of insurance, are prevented by the State law in many instances 
from writing even such closely allied forms of protection as build- 
ers' risk and property and indemnity insurance. 

(6) EoLse with which American insurance may be exported abroad. — 
Previous pages of this chapter have referred to the large amount of 
marine insurance originating in this country which is sent directly 
to nonadmitted companies or the foreign offices of admitted com- 
panies, and which, it is claimed, largely escapes the heavy taxes 
and other onerous burdens imposed upon companies operating within 
the United States. American underwriters were a unit during the 
hearings in deprecating this practice, but as a class they are he^less 
to remedy the situation since the placing of a very large proportion 
of American business rests with marine insurance brokers, wno owe 
no allegiance to any insurance companv and who operate as free 
lances in the business. Practically aU oi the lar^ brokerage houses 
in New York, Philadelphia, and other leading shipping centers have 
correspondents in London. It is quite general in this country for the 
insured to rely upon his broker for the placing of his risks, and for 
one reason or another a large proportion is placed in the foreign marr 
ket. The committee has even been advised that British, Scandinavian, 
and other insurance brokers come to the United States periodically 
to solicit business for placement by them. One witness, the presi- 
dent of an important American company, expressed himself to the 
following effect : 

Engllsb insurance brokers have not the same control of the business in their 
liands as the American brokers appear to have, as they have to place the 
greater ^rtion of their Ihies with companies or underwriters favored by the 
insured who are prepared to pay the rates which the companies or underwriters 
preferred by them ask. This is one of the reasons which makes it so hard for 
a new company to break into the English market, as probably 60 per cent of 
the business given to them is subject to its being placed with particular under- 
writers. In my experience I have known only one large corporation in America 
that has always stipulated that all of its insurance shall be placed with Amer- 
ican companies. Outside of it, I do hot know of a single corporation that takes 
that stand.^ 

(7) A smaller tax burden. — ^Insurance of all kinds, including ma- 
rine insurance, has always been the subject of unmerciful taxation 
in the United States. Kevenue and ease of collection have appar- 
ently been the only real considerations. With reference to marine 
insurance there appears to have been a complete disregard by the 
taxing powers of the fact that this form of insurance is essentially 
national and international in character and that excessive taxation 
constitutes a severe handicap in meeting foreign competition. Under- 
writers appearing before the committee were a unit in their con- 
demnation of the existing multiplicity of excessive taxes and fees. 
At present marine insurance companies are obliged to pay not only 
a Federal tax of 1 per cent on premiums, in addition to all other 
Federal taxes imposed on classes of business other than insurance, 
but are subject to a State tax on premiums (ranging from 2 to 4 

* Hearings, p. 263. 
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per cent in the different States) as well as State corporation taxes^ 
municipal taxes, and numerous license fees and other cnarges. More- 
over, the States have different systems of taxations, with the result 
that there is often double taxation in the sense that both the State 
where the property is located and the State where the policy is writ- 
ten will tax the same transaction. 

The combined effect of all these taxes is appalling when viewed in 
the light of the profits derived from the business. Thus, taking 10 of 
the larger American companies writing marine insurance, the taxes 

gaid in 1918 aggregated 8.36 per cent (State taxes 2.45 per cent and 
'ederal taxes 5.91 per cent) of the net premiums written, i. e., of the 
original premiums less cancellations and reinsurance.^ The presi- 
dent of one large American company testified that his company's 
Federal, State, and municipal taxes for 1918 amounted to 36 per 
cent of its capital,^ while the president of another large successful 
company asserted that 1918 taxes for his company approximated 10 
per cent of the gross premium income and pointed out that this was 
greatly in excess of the company's total profit, its average earned 
premium amounting to only 5.63 per cent for a series of years.' 
American taxation of marine insurance is based essentially on gross 
premium income, a system which is unscientific to say the least and 
which can be supported only on the plea of revenue and ease of col- 
lection. British taxation, on the contrary, is levied on net profits 
and recognizes the fact that a premium written may result in a loss, 
without, however, any consideration being shown under a gross 
premium tax. Applying the situation to hull insurance, the Asso- 
ciation of Marine Underwriters of the United States states the case 
as follows in its report to the committee : 

American companies, together with the agencies of foreign companies regu- 
larly entered in the United States, pay taxes on premium income in the United 
States, whereas their competitors in foreign countries are taxed on net profits. 
As an Illustration, a hull insured for $100,000 at 5 per cent in the United States 
pays a tax on the premium of approximately $200, against about $25 in Bngland. 
They are also required to keep substantial reserves and deposits in more than 
one State for the security of policyholders. A material volume of marine in- 
surance is also placed abroad with companies either not entered in the United 
States or through the home office of foreign companies which are entered in 
the United States, thus escaping the payment of taxes imposed upon American 
marine insurance companies and foreign insurance companies regularly entered 
in the United States/ 

(S) A smaller overhead charge. — ^The larger volume of business, 
the nreedom with which foreign companies may combine, the per- 
mission to write many kinds of insurance, and the smaller tax 
burden, all tend, as has been explained, to a smaller overhead charge 
for the foreign competitor. But reference is had here to another im- 
portant factor, viz, the foreign companies' lower cost of adminis* 
tration owing to the lower foreign standard of office salaries and ex- 
penses. Underwriters appearing before the committee differed con- 
siderably in their estimates of the extent to which the foregoing 
factors reduced overhead charges; but all agreed that a materia! 
reduction was effected. The president of one large company testified 
tiiat he figured the difference in overhead charges between an Eng- 
lish and American company to be between 8 and 4 per cent of the 

> Hearings, p. 268. ' Hearings, p. 180. • Hearings, pp. 268-254. « Hearings, p. 160. 
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premiums in normal times, and that ^' this is abnost a complete profit 
because the statistics of my company for nearly 40 years showed, in- 
cluding the interest on our investment, our profit on underwriting 
would average a little over 5 per cent a year." ^ 

(9) Support of home merchants and vessel owners. — ^In addition 
to the foregoing sources of strength, mention should be made of the 
support which foreign merchants and vessel owners usually accord 
to the marine underwriters of their own country. Foreign consignees 
have a great deal to say as to where insurance shall be placed, and 
have shown a marked disposition to favor their own home com- 
panies. Underwriters appearing before the committee were a unit 
m emphasizing the importance of this attitude. The committee, it 
may be stated, has even been advised that British banks, cotton ex- 
changes, and other commercial organizations are now combining in 
requiring American exporters to cover their shipments of certain 
leading classes of cargo with policies issued by British companies. 
With few exceptions American merchants, on the contrary, have not 
yet been prompted by such a desire to patronize home companies. As 
a rule they simply look at the cost, take the policy the broker hands 
them, and manifest little interest in the question of whether or not 
the insurance is placed in an American company. They look upon 
marine insurance as a mere commodity rather than as a service. Un- 
derwriters were a unit in asserting before the committee that the 
American public needs to be educated in the importance of patroniz- 
ing home companies. The remedy seems to lie in a campaign of 
education, not only on the part of those in the insurance business, 
but by chambers of commerce, boards of trade, merchants trade or- 
ganizations, etc. 

' " " ' ■■■■»■■■ l> ■!■■■■■ ■ - ■ ■ ■ ■ , ^ ^ 

^ Hearings, p. 166. 
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CHAPTER IV. 

REINSURANCE AGREEMENTS. 

Importance of reinsurance. — ^Having explained the ecomonic value 
of marine insurance, its volume and classification, and th^ extent to 
which it is under foreign control, we may next discuss three other 
fundamental phases of the subject whicn received much emphasis 
throughout the committee's i*ecent hearing Reference is had to 
reinsurance, underwriters' associations, and rate making. Of these 
reinsurance attracted the greatest attention. The practice, as dis- 
cussed by the witnesses, seems to be inseparably intertwined with all 
the practical operating phases of the marine insurance business, and 
the concensus of opinion seemed to be that we must have a large re- 
insurance market of our own if American marine insurance is ever 
to attain a degree of usefulness and independency commensurate 
with our position as a commercial nation. 

The extent of reinsurance has already been presented statistically, 
and the figures can not fail to indicate the supreme importance of 
the subject in the field of marine underwriting. Were it not for re- 
insurance, a very considerable number of the smaller and less well- 
known American companies would soon disappear from the field be- 
cause of their inability to obtain adequate direct lines themselves. 
Some of the largest companies advised the committee that they, in- 
dividually, have in forcer over 100 reinsurance contracts with other 
companies. It is also interesting to note that these contracts, in- 
volving as they do all sorts of financial arrangements and conditions, 
are regarded by the contracting parties as highly confidential in 
nature (so confidential that in nearly all instances copies of the 
agreements were deposited with the committee only on promise of 
confidence), and are jealously guarded against falling into the hands 
of competitors. 

Eecent years have seen a considerable growth in the reinsurance 
facilities available in the American market, and it has been asserted 
by underwriters that a line of at least $1,000,000 can be covered 
without much difficulty. But despite this recent improvement, a 
very large share of the reinsurance effected by American companies 
is, as we have seen, placed with nonadmitted companies, or with 
the branch offices of admitted alien companies. This is done largely 
through necessity, although much of the practice is traceable to 
choice because favorable reinsurance agreements have been effected 
with foreign underwriters. Improvement in this respect, especially 
where reinsurance with foreign underwriters is prompted by neces- 
sity, can be brought about only by enlarging our reinsurance facili- 
ties at home. It is, therefore, a pity that past legislation by the 
several States has been such as to place serious disabilities in the 
way of creating adequate reinsurance facilities. The sooner such 
unnecessary handicaps are eliminated the better. Emphatic sup- 
port was also given by most underwriters to the advisability of in- 
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troducing legislation which will permit th^ creation of associations, 
pools, or combinations for the purpose of (1) reinsuring or other- 
wise distributing risks on hulls, cargo, or other interests, and (2) of 
transacting an insurance or reinsurance business in foreign coun- 
tries. Still other underwriters expressed themselves in favor of 
legislation permitting the organization of reinsurance companies in 
the District of Coluim)ia under favorable conditions. In view of the 
interest that is being manifested in the subject, it is advisable to 
outline the nature of and the reasons for reinsurance. It is only 
through a proper understanding of the subject that its fundamental 
importance can be appreciated; and it is only through the proper 
appreciation of its importance that we can hope for a removal of 
present legislative disabilities. 

Definition and general purpose.— Beinsurance may be defined as the 
practice whereby one underwriter (the original insurer) transfers 
his liability under a policy, either in part or in whole, to some other 
underwriter (or a group of underwaters) known as the reinsurer. 
The contract of reinsurance is made solely between the underwriters, 
the insured possessing no right to make a claim against the reinsur- 
ing company in case of loss. From an economic standpoint, how- 
ever, the insured is vitally interested in the practice. It should 
always be borne in mind that the original company, if of ordinary 
size, usually retains only a limited amount of the liability involved 
on any large risk that may have been placed with it, and transfers 
the balance to other reinsuring companies. No matter how large the 
policy, the property owner must, look to his original insurer for the 
payment or a loss. Yet the size of the risk assumed may be alto- 
gether too large for the carrying capacity of the. company with 
which it was originally placed, and reinsurance of the risk may be 
assumed by the insured as a measure of ordinary protection. But 
since the original insurer depends upon the reinsuring companies 
for the payment of their share of any loss, it follows that merchants 
and vessel owners are vitally concerned in the financial strength of 
the reinsuring companies. As a matter of fact, these companies 
have insured the insurance placed with the original company, and 
failure on their part to meet a loss maiy in turn cause the direct-^ 
writing company to fail in meeting its liability to the insured. It iSy 
therefore, highly desirable that property owners, when placing a 
large policy with an underwriter, should make inquiry as to the re- 
insurers with a view to ascertaining their financial standing. 

The fundamental purpose of reinsurance is to give underwriters 
the benefit of the greater certainty that results from a proper ap- 
plication of the law of average. By spreading their liability over a 
large number of risks, and retaining only a moderate amount in 
each instance, they succeed in stabilizing their business. Each com- 
pany is enable to accept policies for large amounts and yet can pro- 
tect itself against staggering losses by adjusting its risks in such a 
manner as to preclude the. possibility of any serious inroad into its 
capital and surplus. 

To assume and maintain a $1,000,000 risk is obviously unbusiness- 
like, because a total loss of this single ^-^nture might more than wipe 
out the entire annual profit on all tht) u^her business of the com- 
pany. But by accepting many risks, and by scaling down all those 
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that are larger than the nonnal carrying capacity of the company 
justifies, certainty in business is substituted for uncertainty. A wide 
distribution of comparatively small risks produces a more certain 
income and eliminates the element of gamble. A regular trade profit 
is assured with reasonable stability from year to year. Without 
reinsurance on a large scale the risKS assumed l)y a given company 
must necessarily be restricted in number and be uneven in amount. 
With reinsurance, however, one company will give its excess lines to 
other companies, and they in turn will give their excess lines to it, 
with the result that' all the companies will enjoy an adequate total 
volume of business, consisting of a large number of risks all limit-ed 
properly as to the extent of the liability involved. As one witness 
stated in the recent marine insurance hearings : 

The bulk of the business counts for a great deal In marine < Insurance. I am 
spreading the losses which will occur, over a large number of individual risks on 
which no loss will occur, in order to take care of those risks on which losses do 
•occur. If I have only a small number of risks, the probability is that I shall have 
more losses on a small income than that Income wiU pay. Suppose, for instance, 
that there are bound to be 10 total losses in the year. If I have only 100 riste 
I might have 5 out of these 10 losses. But if I have a thousand risks I may 
have the full 10 losses, yet I have increased my premium income without In 
creasing my loss outgo in the same ratio.* 

Other advantages resulting from reinsurance. — ^Various other reasons 
make reinsurance an absolute necessity for the convenient conduct of 
modern business. Mention should be made of the increasing fre- 
quency with which single large business concerns make shipments re- 
quiring the entire carrying capacity of a large vessel, and where, to 
economize in time and labor, there is a desire to place the insurance 
with one or a few large companies rather than negotiate the business 
with numerous smaller underwriters distributed throughout the en- 
tire insurance market. Under these circumstances the desire is to 
place the insurance with the least trouble and annoyance and have 
the original underwriter assume the work of distributing the large 
risk among reinsurers. If the risk is a very large one, such distribu- 
tion may be so extensive as to involve scores of companies. In fact, 
some of the reinsurers may, in turn, reinsure with other reinsurers 
until practically all of the leading cwnpanies composing the world's 
reinsurance market are participants in the risk. 

Under "open " policies it frequently happens that companies are 
subject to enormous liability, due to congestion of cargo on board a 
single vessel or in a single location, which it is impossible to control. 
This congestion often results from the fact that the cargoes of 
various shippers, insured by the same company, may happen to be 
concentrated on a single steamer. It is impossible to estimate how 
many shipments on a single vessel are covered under various policies 
of insurance, each in themselves to the limit of the company's ca- 
pacity. It is also impossible to estimate the amount of risk concen- 
trated in this way in the course of transportation at, say, a single 
compress or location on shore. It is therefore necessary to arrange 
very large automatic reinsurance covers, because no single company 
can handle this business with safety to its resources. Moreover, it is 
often the case that underwriters are not in a position to deal with 

^ Marine insurance hearings before the Subcommittee on the Merchant Marine aod 
Fisheries, Sept., 1019, p. 222. 
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known facts, since they can not obtain immediate advices as to their 
total individual liability on a vessel before her departure. If prior 
reinsurance arrangements have not been entered into with other 
underwriters, one individual company might find itself with one or 
two million dollars of liability several weeks after the vessel has 
sailed, and at the same time experience the utmost difficulty in obtain- 
ing reinsurance in the open market, and, in fact, may have a total 
loss before accurate information is obtained as to the total liability 
involved. 

Again, large shipments may have to be financed and started on 
their voyage with utmost speed and to this end large amounts of in- 
surance may have to be negotiated within a few hours. Inability 
to do this would greatly handicap many lines of business, especially 
where competition between markets requires the prompt acceptance 
of orders at closely figured prices. To meet such situations, it is 
common in various trades to have gi'oups of underwriters undertake 
jointly the insurance of very large values, each company participat- 
ing to an agi'eed percentage. In some instances, even, one joint cer- 
tificate is issued, thus saving the insured and insurers much time 
and labor. Under such arrangements the party in interest may^^ to 
one of the underwriters and obtain all the insurance needed upon 
a valuable cargo, and do so between the time of loading and the 
close of banking hours, thus assuring the speedy placing of loans. 
Under certain of these arrangements losses are also adjusted and paid 
through the office underwriting the business, the insured being thus 
saved the trouble of looking to the several companies for the sum 
due from each. One company office acts as a clearing house for the 
distribution of risk, premiums, and losses between the members of the 
association. The companies are also enabled to do the business at a 
minimum cost, since practically all the head-office detail is elimi- 
nated. Moreover, rates are stabilized, and cut-rate competition, 
which tends to weaken the security of the insurance, is avoided. To 
allow companies to know upon what basis their agent can bind them 
some sort of tariff is published, based upon an inspection. of vessels 
by competent surveyors and upon other proper conditions which the 
underwriters feel should govern the risk. 

Automatic reinsurance arrangements are also instrumental in keep- 
ing a large amount of marine insurance in this country which would 
otherwise go to foreign ^markets. Since companies do not always 
possess information as to their total liability on any one steamer, 
they would be obliged to canvass the American market. In doing so 
they would often find it necessary to pay fancy rates, owing to the 
crowded condition of the market brought about by the fact that other 
companies either find themselves in the same position or are loath to 
take the excess lines for fear that their clients might also ship large 
values on the same steamer. If the shipments on toard are definitely 
known the matter of reinsurance can be easily dealt with on the basis 
of known facts. Unfortunately, however, there is often a long in- 
terim of time when the shipments of cargo on a given steamer are 
unknown. It was such uncertainty that largely led to the forma- 
tion of many of the most comprehensive reinsurance arrangements 
whereby the liability of each company is automatically reinsured 
with all the other members on the basis of agreed percentages. With- 
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out such automatic arrangements many companies would be driven 
to the expedient of cabling their reinsurance orders to Europe. With 
such arrangements in force, however, a large amount of business can 
be retained in the American market and thus kept from going abroad. 
In other words, the companies composing the American market 
could not assume all the reinsurance desired because of the fear that 
they might themselves have large commitments to look out for. 
Despite existing reinsurance agreements, a very large amount of 
American marine insurance must stiU go abroad by way of reinsur- 
ance. In a very large number of instances the companies have ad- 
vised the committee that this is not due to choice but to necessity, 
owing to the comparative absence of reinsurance facilities in this 
country, as compared with the large market abroad. The value of 
a wide spread of risks is universally recognized, and American un- 
derwriters are practically a unit in declaring that the development 
of a comprehensive reinsurance market in the United States will 
serve as one of the most effective ways to prevent the present larg^ 
exportation of marine insurance to the European market. 

"Share" or "participating" reinsurance.— As might be inferred 
from the designations used, this form of reinsurance agreement pro- 
vides that the original underwriter will give his reinsurers a defixiite 
share (proportion) of his business. The reinsurer, in other words, is 
allowed to participate in the business of the the original imderwriter. 
Sometimes the agreement extends only to a single account placed by 
the original underwriter for his client, the reinsurance contract pro- 
viding, for example, that it covers " one-sixth part of such shipments 
as are accepted by the Company (original insurer) under pol- 
icy No. , issued for the account of The Manufacturing 

Company." At other times the reinsurer shares in all of the original 
underwriter's business on a certain commodity, or shipments on a par- 
ticular steamer, or on special types of business, such as lighterage, 
fishing, etc. Sometimes the agreement covers a stipulated interest in 
all business moving over various described routes of travel or by cer- 
tain described lines of vessels. In still other instances two or more 
companies may agree to reciprocate — ^mutually share in each other's 
risks, although the respective proportions allowed may be different — 
as regards all their business wherever written. Such a plan is often 
used where several companies are under the management of one 
marine insurance office. Similarly, many instances of such participat- 
ing reinsurance are found where a given office manages American as 
well as foreign marine insurance interests. 

Under share reinsurance it is customary for the original under- 
writer to inform his reinsurers periodically of the facts surrounding 
the various individual policies covered by the agreement, such as the 
voyage, vessel, sailing date, nature of the carffo, policy conditions, 
premiums, and amount of insurance. These lacts are declared on 
special sheets going under the name of " bordereaux." Where more 
than one reinsurer participates in the business — ^known as concurrent 
reinsurance — ^the aforementioned sheets must be duplicated so as to 
provide each reinsurer with a copy. 

Eeinsnrance " pools " or ** exchanges." — So-called reinsurance pools 
are share or participating arrangements whereby a nmnber of com- 
panies — varying from as many as 10 to 36 in some of the leading 
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American examples of sueh agreements — arrange among themselves 
to share all insurance on a given commodity or on all business within 
a given territory on the basis of certain agreed proportions. In effect, 
each member company undertakes to give to each of the other com- 
panies in the arrangement a certain proportion of all the business it 
Tvrites at certain rates of premium agreed upon by the group. 

Most frequently these agreements represent a truce entered into 
after a period of severe competition at unprofitable rates. Under 
such circumstances the purpose of this plan is to effect an under- 
standing which will restore and maintain a profitable level of rates. 
At other times the primary motives have been the forestalling of 
competition, which leaders in the business felt confident would other- 
wise arise, or the automatic distribution of unusually heavy lines 
that might be offered to any one of the members in order to obviate 
tlie necessity of scouring the marine insurance market for necessary 
reinsurance. Allotment of the respective shares is usually based as 
nearly as possible upon four factors, viz, the amount of business which 
each individual company may have had on its books when the pool 
is formed; the underwritinff capacity of the company; the highest 
probable value which could oe snipped on a single steamer or which 
might become concentrated in a single location; and the size and 
standing of each company as indicative of the volume of business 
which it could naturally and properly handle if it desired to do so. 
When once established the pool is usually strong enough to keep 
competitors out of the field, because the united action of all the mem- 
bers is sufficient to meet any rate-cutting campaign by outside parties. 
Frequently, however, membership may be granted to a newcomer in 
return for business which it may have the power to give on some 
other line of traffic, i. e., a company may be allowed to enter a pool 
which relates to traffic in which it has no share, providing it arranges 
to permit the other members to participate in some other pool in 
which they have little or no business. 

The beneficial character of pooling arrangements to both reinsurer 
and reinsured must be apparent. To the companies they mean, if 
properly conducted, the elimination of excessive competition, reason- 
able assurance of a fair profit, the avoidance of irritating jealousies, 
and the reduction of overhead expenses. To the insuring public they 
result in the enhancement of the security of the protection offered, the 
retention and enlargement of capital in the business, and the elimina- 
tion of much labor, inconvenience, and loss of time in the placing 
of large amounts of insurance. In view of the large proportion of 
the Nation's marine insurance handled in this manner, the following 
agi*eements deserve special mention : 

7'he cotton reinsurance agreement. — ^Under this agreement a share 
of all cotton risks assumed by the original company is reinsured, ex- 
cluding domestic shipments insured under policies issued to Ameri- 
can spinners and/or American consignees in northern States. Geo- 
graphically, the agreement covers from the interior of the United 
States to all parts of Europe and Japan. The distribution of risks 
is on the basis of an agreed number of shares, each company issuing 
a direct policy to the insured and ceding to the other companies a 
share of each risk in accordance with the stipulated percentages. 
The rates are arrived at by conferences between the representatives 
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of the companies. There is, however, no general agreement in writ- 
ing, the only contracts being those for reinsurance issued by each 
company to each of the other members. Some 26 interests are par- 
ties to the arrangement, representing a total of 120 shares. One 
interest, involving four companies, represents 20 shares ; another in- 
terest, composed of two companies, 20 shares; another interest, rep- 
resenting three companies, 15 shares; another interest of two com- 
panies, 9 shares ; and still another interest, involving four companies, 
8 shares. The remaining shares are represented by companies, two 
of which represent 12 snares each; one, 10 shares; three, 3 shares; 
two, 2 shares, and three, 1 share each. Of the 120 shares, however, 
69J shares are retained or placed elsewhere than with the companies 
mentioned. The contract is accompanied by a voluminous printed 
folder containing a tabular outline of the marine insurance rates on 
cotton shipments by approved steamers (including United States 
shore risk and country damage as per policy terms and conditions) 
for the season 1918-19, subject to change on 80 days' notice. The 
folder specifies the voyages between a large number of American 
ports and British and French ports, and for each voyage stipulates 
the rate by types of steamers. Rates are also mentioned for direct 
shipments to approved ports in Japan, China, India, Manila, Vladi- 
vostok and Mexico. 

Cotton pre and marine wnderwriters. — ^This refers to an agency 
of a number of companies writing cotton marine and transit insur- 
ance with a reciprocal reinsurance understanding. Each company 
operating through the agency issues an individual policy to a ship- 
per and covers from the time the cotton becomes the property of 
and is at the risk of the shipper until the liability of the shipper 
ceases, whether here in America or abroad. The risk under each 
policy is reinsured with the other companies in the agency at a fixed 
percentage of each risk written. The manager,* with the advice and 
approval of a managing committee appointed from the interested 
companies, handles rates and all other matters pertaining to the 
business. There is no written agreement between the companies, but 
only an acceptance of reinsurance by each company of its agreed per- 
centage of all liability assumed by each company represented in the 
arrangement. 

Burlap agreement. — This arrangement is similar to the cotton 
agreement and covers the traffic in jute, jute butts, bag£:ing, burlaps, 
and gunnies from Calcutta to ports and places in the United States, 
British North America, Cuba, or Porto Rico. Twenty separate in- 
terests, representing, however, a much larger number of American 
and foreign companies, constitute the membership and divide the 
business on the basis of 172 shares. Each company is obligated to 
reinsure a portion of any risks which it may assume with the other 
members. Four interests are entitled to eight shares each, four to 
four shares each, and four to one share each. The balance is dis- 
tributed among eight other interests, each receiving, respectively, 
2, 6, 7, 13, 14, 24, 25, and 30 shares. The rates received on the rein- 
surance are stated in the contract. 

Joint grain certificate. — ^The purpose of this association of 11 
leading companies is to facilitate the writing of large amounts of 
insurance on grain moving on steamers on uie Great Lakea The 
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associated companies issue a joint certificate which certifies that the 
insurer is protected by the several companies, "each insurer for 
himself and not one for the others." The respective percentages for 
the several companies are expressed on the certificate, and it is 
agreed that the certificate "represents and takes the place of the 
original policies, and conveys all the rights of the original policy 
holder, for the purpose of loss or claim, as fully as if the property 
was covered by a special policy direct to the holder of this certifi- 
cate." It may be added that the certificate is signed by the author- 
ized agent of all the companies, who is appointed to conduct all 
of the joint ventures. The interested companies hold an informal 
conference once a year and agree upon rates for the current season* 

Lumber Remsuram/!e Association on the Great Lakes, — ^Under this 
arrangement companies reinsure each other's policies on an agreed 
percentage of the risk assumed. Contracts are made at the begin- 
ning of the shipping season between the shipper and the company 
he may select, to cover against marine perils on lumber and tim- 
ber products moving on the Great Lakes or the St. Lawrence River* 
Report of each shipment is made when the insured receives advice 
of the same. The vessels used are restricted to those which have 
been inspected and classed hy the American Bureau of Shipping, 
and each shipper is supplied with a book containing a list of these 
ships and their respective classes. The companies have adopted a 
tariff as a basis for reinsurance, and this is attached to each con- 
tract made. The office which writes the risk is the clearing house 
for the distribution of risk, premiums, and losses between the mem- 
bers of the association. All insurance is issued on the basis of " each 
for itself and not for the others," the companies joining only in 
such matters as make for the convenience of shipper and company 
and which are helpful in the reduction of expenses through the han- 
dling of the business by a central agency. 

Inland river agreement. — ^Twelve leading companies have entered 
into an interreinsurance contract, each with the others, covering 
their respective interests on all hulls, cargoes, freight lists, and 
charges as regards inland waters of the United States, and which 
may be insurSi in any one of the companies through a designated 
general agency, or its representatives and subagents. The agree- 
ment, however, does not embrace anjr business covered by the New 
Orleans River Association, nor certadn lines which are not accept- 
able to all parties to the agreement. The business is apportioned 
so as to give three companies 15 per cent each, four companies 5 
per cent each, and the remaining three companies 6 per cent, 9 per 
cent, and 20 per cent, respectively. The maximum line contem- 
platted on any one venture, either on hull, cargo, freight list or 
charges, or on all combined, is limited to a certain amount, and any 
excess over that amount is to be reinsured by the general agent 
where and when possible and to the best advantage. But, should 
no such reinsurance be secured, it is understood aaid agreed that 
each member assumes his proportionate share of such excess. 

New Orleans River Association. — ^This association is a clearing 
house arrangement, and the secretary receives regular reports and 
distributes monthly the aanounts and premiums among the com- 
panies interested. The rates paid to all the companies interested are 
the same. 
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Americcm Foreign Insurance Association. — ^Twenty leading Ameri- 
can fire and marine companies form this association for the purpose 
of developing a fire and marine insurance business in foreign mar- 
kets. Reinsurance is only one of its purposes, and in this respect 
each member must participate in all writings, losses, and expenses 
according to the percentage assumed by such member in either the 
fire or marine departmente. 

"Excess reinsurance." — ^Despite the distribution of risk through 
share or participating agreements, the original underwriter ma^y 
still be left with a liability exceeding the normal line customarily 
retained. Such excess liability may be shifted to other underwriters 
through so-called "excess reinsurance" contracts, which describe 
definite time and geographical limits, and which apply as soon as 
the ori^nal underwriter has an excess liability under all his con- 
tracts, including reinsurance arrangements as well as policies issued 
directly to clients. 

The various interests to be considered in determining the original 
underwriter's retained liability, such as huU, freight, cargo, profits, 
etc., are set forth in the contract, and it is then provided that the 
original underwriter shall assume all of these risks unless they 
exceed a limit of, say, $150,000. Should the interest at risk on any 
one vessel, or in any one location, exceed this retained line, the 
reinsurer agrees to cover the excess to an amount not to exceed, let 
us say, $100,000. Any share reinsurance which the original under- 
writer may have for his protection is usually deducted in ascertain- 
ing the net retained line. Innumerable variations exist as to the 
subject matter and rights covered. Sometimes the coverage is prac- 
tically world-wide, while other contracts are limited to certain 
commodities, or to all shipments over certain routes or on certain 
vessels, or to all shipments on certain customer's accounts. It is 
also provided, as a rule, that in ascertaining the excess, the entire 
interest which was intended to be loaded aboard the vessel should 
be considered. As a consequence there is taken into account the 
value of the goods which may happen to have been destroyed or 
damaged on shore, or while on lighters prior to their being loaded, 
the reinsurer assuming his pro rata liability for such losses. Some- 
times the contracts are nonreeiprocal, while in other instances the 
arrangement is reciprocal, i. e. the parties reinsure each other's 
excess lines. 

Serious complications may arise under excess contracts and it is 
therefore customary to outline principles and methods of procedure 
in advance. Should an excess have once attached, such attachment 
will continue throughout the balance of the venture irrespective 
of any changes, such as transhipment of the cargo, division of in- 
terest, partial discharge, or partial loss. This means that when an 
excess once applies, the excess reinsuraffice fulfills the same function 
as a share contract, i. e. both reinsured and I'einsurer are liable for 
their respective proportions on all losses. Where, however, new 
cargo is taken aboard at transhipment points, the question of whether 
such additional cargo is covered by the reinsurance will depend upon 
the treatment of the subject in the contract itself. 

Beinsurance covering excess losses. — ^Various situations may arise 
whereby an insurance company, despite the use of excess reinsui'* 
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ance, may unknowingly incur a liability much in excess of its nor- 
mally retained line. In certain trades as, for example, in coastwise 
commerce, it may be impossible to trace shipments, thus making it 
necessary to have the insurance refer to certain transportation lines 
as distinguished from some specifically named vessel. Or it might 
happen that values of inland risks moving over a number of routes 
might be so difficult to trace and become so concentrated at trans- 
shipping points that the cover obtained under share or excess agree- 
ments would prove inefficient. 

As a remedy for such a contingency the underwriters may protect 
themselves through excess loss reinsurance, which bases the rein- 
sui-er's liability upon the amount of loss in excess of a stipulated 
sum rather than upon the amount at risk. Thus, the reinsurer may 
agree " to cover on hulls, freights, cargoes, advances, disbursements, 
and profits of every kind and description for which the original 
underwriter is or may be liable under marine contracts now in effect 
or which may hereafter be issued during the term of the reinsur- 
ance agreement." But provision will be made that no claim is to 
be paid unless the original company has paid or becomes liable to 
pay to its policyholders on account of loss by any one disaster a sum 
exceeding, let us say, $50,000, and then for not exceeding $100,000, 
upon the excess thereof, by vessels the character of which is de- 
scribed. Similarlv in connection with shore covers, excess loss 
reinsurance is frequently resorted to. One company called the com- 
mittee's attention to a case in point where a single shipment of 
20,000 bales of cotton, belonging to one shipper and valued at 
$4,000,000, became concentrated in one location, and explained that 
such congestion caused it to seek protection against a heavy loss by 
taking out a cover in London to reimburse it should a loss in any 
one fire exceed the amount provided for its protection through 
other reinsurance arrangements. 

It must be apparent that the chance of loss under this type of 
reinsurance contract is considerably less than under other forms of 
excess reinsurance, the risk depending upon the amount of loss 
which the original underwriter agrees to assume before making a 
claim under his reinsurance contract. The reinsurer is liable only 
for losses in excess of this figure and, except in rare instances, does 
not become liable for partial losses. Since the risk is greatly re- 
duced, rates on this form of reinsurance will be correspondingly 
lower. In fact, if the point at which the original underwriter be- 
comes liable is placed sufficiently high, the reinsurance protection 
is really meant to cover only total or constructive total losses. It 
should also be noted that excess loss reinsurance does not involve the 
principle of coinsurance. In this respect it differs from excess re- 
insurance based upon the amount at risk, where the reinsuring un- 
derwriter is a coinsurer in the sense that he must pay losses in the 
proportion that the amount insured under the reinsurance contract 
bears to the total insurance granted by the original underwriter on 
the property in question. 

Special reinsurance contracts. — ^Much simpler than the foregoing 
an^angements are those reinsurance contracts which cover only a 
specific risk or which may relate merely to a total loss. Large com- 
panies find it necessary to place such special reinsurance on indi- 
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vidual risks almost every day of the year. The contracts may be 
either "excess," "participating," or "flat." The last term refers to 
agreements whereby the amount of the reinsurance on a given risk^ 
$25,000 let us say^ remains the same irrespective of changes in, or 
even the cancellation of, the reinsured's retained line. 

Under some contracts the reinsurer must accept cancellation in case 
the original policy should never attach. But under other contracts 
the original underwriter is not given the privilege of cancellation, 
and owes the premium on the entire amount of reinsurance btbii 
though the reinsurer never assumed any risk whatever, and the orig- 
inal underwriter failed to receive any premium. On first thought 
this arrangement may seem very unfair, but it must be remembered 
that the reinsurer must always have regard for his underwriting" 
capacity. By accepting the reinsurance he assumed an apparent 
liability for the time being, and, in view of his carrying capacity on 
a given vessel, made no further effort to acquire other insurance. 
Under these circumstances, enforced acceptance of a cancellation 
might constitute an injustice in that it would cause the reinsurer to 
lose profitable business which he easily could have taken had it not 
been for the acceptance of the reinsurance in question. 

Conditions governing reinsnrance agreements.— Aside from the fea- 
tures discussed in the preceding pages of this chapter, so many other 
conditions of vaiying kind and form are found in reinsurance 
treaties and agreements that space limits forbid a complete analysis. 
Suffice it to describe briefly those important features most commonly 
included. At least four special conditions should be mentioned, viz : 

Original terms and conditions to apply, — For the average company 
reinsurance involves the placing of a large number of separate risks, 
many of which were originally insured under policies differing' 
greatly in their terms, endorsements, valuations, and perils assumed. 
It is therefore important that the reinsurance contract, covering all 
these separate risks, should take proper account of all these differing 
conditions. Accordingly it is common to use some such " reinsurance 
clause " as the following : 

The reinsurance shall attach automatically at the same time as the liability 
under the company's original insurance or reinsurance, and is subject to the 
same clauses, terms, and valuations, including all risks (here follows an enu- 
meration of the routes, locations, and conveyances covered) and shall cover the 
Interest until safely delivered at final point of destination in the interior or 
elsewhere. 

The purpose of this clause is such as to make the judgment and 
acts of the original insurer, except as otherwise provided, binding" 
upon the reinsurer. The clause, however, is supplemented with other 
sections defining the amount of the coverage, the commencement and 
duration of the reinsurer's liability, the conditions under which the 
original insurer may reduce his ordinary retained line, the manner 
of making declarations, alterations, and cancellations, the method 
and extent of making deposits by the reinsurer for the performance 
of obligations under the agreement, the rendering of periodic ac- 
counts by the original insurer to the reinsurer, and the classes of 
business, if any, which the original underwriter may exclude from 
the agreement. 

Settlement of premAum^^ commissions^ and expenses, — ^Where the 
reinsurance is based on similar terms and conditions, it is advan- 
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tageous to also have the original rates apply less a discount which 
has for its purpose the offsetting of commissions, taxes, license fees, 
discounts, rebates, and returns, and other expenses incurred by the 
original insurer. It is also customary for the reinsurer to make a 
further allowance of a stipulated percentage (a contingent commis- 
sion) on the annual net profits, and the method of calculating the 
same is set forth in minute detail. Where the reinsurance is not 
based on similar terms and conditions the original underwriter is 
also compensated for those perils which he himself assumed. More- 
over, in the majority of excess reinsurances it is customary to use 
rates differing from those applying to the original insurance. 

Settlement of claims, — ^It is also advantageous to have the rein- 
surer bind himself to follow the same method of settling claims as 
is provided for in the contract given by the direct-writing company 
to the insured. This is accomplished by some clause as the following : 

The company alone will settle all claims and such settlement shall, under all 
circumstances, be binding on the reinsurer in proportion to its participation. 

Further provisions are inserted to the effect that the reinsurer must 
pay its pro rata share of all expenses connected with any resistance 
to negotiations concerning settlements or losses; that the reinsurer 
shall be credited with its share of any reimbursements; that all loss 
settlements shall be unconditionally binding upon the reinsurer; and 
that the original underwriter may draw at not less than three days 
sight on the reinsurer for its proportion of any loss equalling or ex- 
ceeding a certain designated sum, and that losses for smaller amounts 
shall be settled in the account. 

Arbitration of disputes. — In the event of differences arising with 
i-eference to any transaction under the reinsurance agreement, the 
same are usually referred to two arbitrators (who must be insurance 
or reinsurance managers and not in the service of any of the parties 
to the agreement) one of whom is chosen by each company, and an 
umpire is chosen by these arbitrators before they undertake the arbi- 
tration. If unable to agree upon an umpire, each arbitrator names 
one and the decision is made by drawing lots. When arbitrating a 
case the arbitrators must treat the agreement " as an honorable 
engagement rather than a merely legal (K)ligation, and their decision, 
or that of the majority of them, shall be final and binding upon the 
contracting parties without appeal." In settling a case both arbitra- 
tors and umpire are "relieved from all judicial formalities, and may 
abstain from following the strict rules of law." Should either party 
fail to appoint an arbitrator within one month, the other party is 
privileged to name both arbitrators and the two shall then elect an 
umpire. 

S]>ecial motives for effecting reinsurance. — Spreading of risks with 
its resulting reduction of liability is not the only purpose which in- 
duces underwriters to seek reinsurance. Certain exceptional uses 
should be mentioned, although their aggregate importance is small 
in comparison with the functions alrea<fy discussed. Three such uses 
may be briefly described : 

Arhit raging, — ^This type of transaction is pursued in many markets 
and relates to the practice of clipping a profit by buying in the low 
market and selling, at about the same time, in a" higher market. In 
the marine insurance market it may happen that an underwriter 
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closes insurance at 2 per cent and then finds that he can reinsure all 
or a part of the risk at the lower rate of 1^ per cent, the difference 
of one-half of 1 per cent being his profit. If the entire risk is re- 
insured, and if the reinsurance for which the arbitrager remains 
legally the guarantor is financially sound, the original underwriter 
has relieved himself of all liability, and may regard the one-half of 
1 per cent difference in rates as a clear profit. 

Reinsurance on rrmsing or overdue vessels, — ^Where vessels are 
missing or overdue, or where it is rumored that they have met with 
disaster, it is only natural that interested underwriters should seek 
to relieve themselves of all, or at least a share, of their liability^ 
This they may do by having other underwriters accept a portion of 
the risk at greatly increased rates of premium. During the recent 
war numerous instances occurred where the probability of loss seemed 
so reasonably certain that underwriters paid premiums of 90 to 95 
per cent to reinsurers in order to be relieved of their liability. It is 
not uncommon, when a vessel is first reported as overdue, to have the 
original underwriter reinsure a limited portion of his risk. Later, 
if the news continues unfavorable, both underwriter and reinsurer 
may unload a further portion of their risks to other reinsurers at an 
advanced rate of premium, and later all parties concemed may again 
subdivide their risks. This process may be continued until, when 
definite news of the vessel's destruction finally comes to hand, the 
loss will be spread over most of the underwriting community. But it 
is always understood, and the law is to this effect, that the reinsur- 
ance must be based on the good faith of all parties concemed and 
that there must be no concealment or misrepresentation. 

Reinsurance of risks of a liquidating company. — For various rea- 
sons, such as impairment of capital through unfortunate losses or 
inability to transact business on a sufficiently paying basis, a marine 
insurance company may wish to liquidate ite affairs and retire from 
the field. Many of its policies, however, are imterminated. These 
contracts the retiring company may wish to protect, and yet its de- 
sire is to liquidate before their maturity. If the retiring company 
possesses sufficient funds to ]pay the necessary premiums it may find 
some other underwriter willing to take over its entire business by 
way of reinsurance. Consequently the policyholders are protected, 
the company is enabled to retire, and the liquidation is speedily and 
amicably effected. 



CHAPTER V. 

MARINE UNDERWRITERS' ASSOCIATIONS. 

Marine and fire insurance associations contrasted. — Fire insurance 
differs essentially from marine insurance in that rates are fixed, 
and that virtually all stock companies throughout the United States 
cooperate in underwriters' associations as regards all important 
particulars. Every section of the country, in fact, is under the juris- 
diction of some fire underwriters' association which controls, among 
many other matters, the actual fixing of rates, the inspection of 
properties for rate-making purposes, and the conduct and compensa- 
tion of agents and brokers. So far-reaching has become the influ- 
ence of these associations that a number of the leading States have 
seen fit to recognize their beneficial character, and have accordingly 
legalized them, subject, however, to State supervision. In marine 
insurance, on the contrary, no such static conditions prevail. Rates 
are anything but fixed, and brokers, judging from the testimony 
before the committee, have for years acted as free lances in the busi- 
ness. Competitive conditions, largely of an international character, 
prevail to such an extent that all past efforts of underwriters to 
effect cooperative arrangements for the purpose of stabilizing rates 
have either failed or been confined to the mere recommendation of 
rates. 

But while marine insurance interests have thus far failed to 
effectively cooperate in actual rate making, there are, nevertheless, 
many matters of such a nature as to make cooperation between com- 
panies highly desirable with a view to applying correct principles 
and to developing and enforcing uniform, emcient, and economical 
practices. Such cooperation between underwriters has been effected 
through the creation of numerous so-called marine underwriters' 
associations. These associations, or conferences, differ from those 
mentioned in the preceding chapter in that, with a single exception, 
they do not exist for the purpose of effecting reinsurance. Instead, 
their functions are limited to the supervision and improvement of 
various matters relating to the conduct of business, such as the estab- 
lishment of just principles, the adjustment of losses, the conduct of 
salvaging operations, the inspection of the loading of vessels, the 
adoption of policy forms and conditions, the recommendation of 
rates for certain classes of risks where that is possible, the legitimate 
advancement or defeat of vital legislation, the extension of American 
insurance interests in foreign countries, and the safeguarding and 
development of the business in the interest of the members. 

Non-rate-recommending associations. — ^Many of the existing associa- 
tions are formal in their organization, ana have a constitution and 
by-laws. A considerable number, however, are very informal in 
character — ^mere voluntary associations — and do not even have a 
constitution and by-laws. At least 14 such associations play a 
prominent part in American marine insurance and deserve special 
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mention. Six of these associations are non-rate recommending in char- 
acter, while eight, it is important to note, include among their func- 
tions the recommendation of rates, although one — ^the American 
Hull Underwriters' Association — ^has recently abandoned this func- 
tion owing tq foreign competition in the underwriting of hulls, but 
it is believed that the cessation of this important function is only 
temporary. Considering, first, the nonrate-reoommending associa- 
tions, their nature and purposes may be briefly described as follows : 

(1) The Board of Underwriters of New York. — ^This board, which 
operates under a constitution and by-laws, was incorporated under 
the laws of New York in 1885 for the mutual benefit of marine 
insurance organizations doing business in New York, and for the 
transaction of such business as relates to them in common. In 
addition to the membership as it existed at the time of formation, 
any officer, manager, or agent in New York authorized to under- 
write for a marine insurance organization doing business in New 
York, whether incorporated under the laws thereof or not, may 
be elected to membership. On behalf of its members the board 
maintains correspondents in the principal ports of the world for 
the purpose of caring for the interests of underwriters in case 
of wrecked or damaged property. It also maintains a bureau of 
inspection relative to the loadingr of vessels in the principal ports 
of the United States. The board, however, does not deal in any way 
with the recommendation or making of rates, its sole object being 
confined to the safeguarding, in a physical sense, of the subject mat- 
ter of insurance underwritten by its members. 

Numerous special functions are intrusted to standing committees 
of the board. One of these relates to the obtaining and depositing 
of moneys — ^the proceeds of damaged vessels and cargoes — to be 
paid over to the owners thereof when a satisfactory adjustment of 
the case has been made; likewise such funds as may be committed 
to the board by foreign underwriters or other parties awaiting dis- 
tribution. Another relates to the consideration and adoption of 
uniform regulations, principles, and practices relative to the ad- 
justment and settlement of losses and averages. Proper rules and 
regulations for the loading of vessels with grain, petroleum or other 
cargoes have also been adopted and a special committee is intrusted 
with the duty of providing means for the prompt notification of mem- 
bers of the board when cases of improper loading of vessels are 
detected. Inventions relating to marine insurance or maritime af- 
fairs, or the security of life or property on the sea, are considered 
by another committee and a report of its findings is submitted to 
the board. Still another committee considers and reports upon mat- 
ters pertaining to pilot law$ and the appointment of any commis- 
sioner of pilots. 

American Institute of Marine irnderwriters. — This institute, a cor- 
poration under the laws of the State of New York, was formed in 
1898 at a time when underwriters transacting business in the United 
States and England had had a succession of very unprofitable years. 
An attempt was therefore made to effect an agreement between 
underwriters doing business in the United States upon tariffs of 
rates and terms inserted in policy contracts. The attempt failed, 
however, and none of the rate schedules lasted more than a few 
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weeks. After Iving dormant for a long time, it was found that the 
institute coidd be made to serve as a yery desirable connecting link 
with similar organizations in other parts of the world for the ex- 
change between insurance companies of all kinds of marine insur- 
ance information. It has also served as an organization through 
which underwriters may study changes in legislation, and changes in 
commercial documents, such as charter parties, bills of lading, trade 
agreements as to purchase and sale of goods, etc The objects for 
which the institute is formed are outlined in the constitution and by- 
laws as foUows: 

(a) To procure and furnish to the members or others concerned information 
and inteUigence which may ^e of interest to marine underwriters 

(h) To discuss, consider, and report upon subjects of interest to marine 
omderwriters ; including questions pertaining to rates of premium and condi- 
tions of insurance, with a view to the general improvement of marine under- 
writing. 

(c) To promulgate and 8uiq;K>rt the views of the corporation on such subjects 
by addresses, discussions, reports, communications, and publications. 

id) To promote or oppose legislative or other measures affecting the interests 
of underwriters, and to take such stei>s and proceedings thereon as may be 
deemed expedient for giving effect to the. views of the corporation. 

(e) To promote, advance, and protect the interests of underwriters gener- 
ally, without undertaking to conduct directly salvage or kindred work in par- 
ticular cases. 

if) To do all such lawful acts as are or may be incidental or conducive to 
the attainment or performance of the above-mentioned objects or any of them. 

ig) To promote friendly intercourse among the membera 

Membership includes all marine insurance corporations organized 
under the laws of any State of the United States or, if organized 
in a foreign country, duly admitted to transact business in this coun- 
try • the executive officers of any marine insurance company organ- 
ized in any State of the United States ; and the agent, manager, un- 
derwriter, or resident secretary in the United States of any foreign 
marine insurance company admitted to do business in the United 
States. Membership is also open to the managers or members of any 
association of Lloyds for marine underwriting, except that no sub- 
scriber to Lloyds who carries on any other business in addition to 
that of underwriting shall be eligible. It may be added that the 
membership comprises the great majority of marine imderwriters 
transacting marine insurance in the United States. 

Association of Marine TTnderwriters of the TTnited States. — ^While not 
at all concerned with the publication or recommendation of tariffs, 
rates, rules, or forms, this association is instrumental in placing its 
membership in touch with opportunities for representation in for- 
eign countries. It was organized during the recent war, as it was 
felt that during that time American marine insurance companies 
should have some special national oi^nization in contradistinction 
to the Institute of Marine Underwriters, which is open to all ma- 
rine insurance companies admitted to the United States, whether 
American or foreign. Forty-six American companies constitute the 
membership of the association, and these represent nearly all the 
American marine underwriting facilities. Only companies incor- 
porated in one of the States of the United States and whose capital 
stock is owned by American citizens are eligible to membership, and 
with some half dozen unimportant exceptions every company doing 
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a marine insurance business which can qualify is now a member. 
Article I of its constitution sets forth the functions of the associa- 
tion as follows: 

Its objects shan be to promote friendly Intercourse among the members; 
to promote harmony, correc|p practices, and the principles of sound marine 
underwriting; to procure and furnish to the members information and in- 
telligence which may be of interest to the members of the association ; to 
discuss, consider, and report upon subjects of interest to the members of the 
association with a view to the general Improvement of marine underwriting; 
to promulgate and support the view of the association on such subjects by all 
lawful and proper means; to keep its members informed of contemiflated 
legislation inimical to the interest of the members of the association, and of 
the insuring public, by all lawful means ; and finally to establish a representa- 
tive organization through which the members of the association may si>eak 
collectively on matters affecting the interests of its members, and of the pub- 
lic insuring with them. 

Two standing committees of the association deserve special men- 
tion, viz, (1) the legal committee, which considers and reports upon 
proposed legislative or other similar measures affecting the inter- 
ests of marine underwriters, and takes such steps and proceedings 
thereon as may be deemed expedient by the executive conunittee 
of the association; and (2) the committee on business advancement, 
which considers, devises, and recommends plans for the advance- 
ment of the best interests of the association and of the insuring 
public. 

American Foreign Insurance Association. — ^This association consists 
of 20 leading American fire and marine insurance companies, incor- 
porated in the United States and owned and managed by Americans, 
as distinguished from companies incorporated in the United States, 
but which are organized, purchased, or controlled by foreign in- 
surance companies. In other words, the association was formed for 
the purpose of establishing American fire and marine insurance 
companies in foreign countries, i. e., to put these branches of Amer- 
ican insurance upon the world's map in competition with the com- 
panies of other nations. As stated in its constitution, the purpose of 
the association is to — 

perfect, maintain and operate an organization for the development, extension, 
and proper conduct of fire and marine insurance and the allied branches of fire 
and marine insurance in territory other than the North American Continent, 
Cuba, Porto Rico, West Indies, Newfoundland, and Hawaii. 

At the time of the marine insurance investigation ^ the association's 
work was largely along lines of investigation and development, 
representatives of the association having been located in South 
America and the Far East. According to the plan two departments 
were to be operative, one for fire insurance and its allied branches, to 
be known as the fire department, and the other for marine insurance 
and its allied branches, to be known as the marine department. 

Membership in the association consists of stock fire msurance com- 
panies, or stock fire and marine insurance companies, organized under 
the laws of the United States or any State thereof, and of whose 
capita] stxjck at least 75 per cent is owned by citizens of the United 
States; but no company shall be elected to membership if it is re- 
corded that two members of the association object to such company, 
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^ Hearings on marine insurance before the Subcommittee on the Merchant Marine and 
Fisheries, Sept. 25-27, 1919. 
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or until it has signed the constitution and by-laws and agreement. 
Every member must participate in all writings, losses, and expenses 
according to the percentage assumed by such member in each de- 
partment. Each member is under obligation to use all honorable 
means to advance the interests of the association in its expressed 
purposes, and no member is allowed directly or indirectly to write 
or assume any business of the classes in which it participates in the 
territory operated by the association, except by way of participation 
through the association. Should any reinsurance treaties conflict 
with this, the same must be terminated not later than January 1, 1922. 

Withdrawal from membership in the association is permitted upon 
notice in writing at least six months in advance of the date upon 
which the resignation is to become eflFective. But such resignation 
shall not relieve the withdrawing company from assuming its per- 
centage of the obli^tions of the association during such six months 
of notice. The retiring member must also give an undertaking to 
the effect that in any territory in which the association operates it 
will not, during a period of two years after its resignation is ef- 
fective, accept through any office, agent, or other representative of the 
association any direct business for its own account in the class or de- 
partment in which it participated as a member of the association. 
It is clearly understood that the business acquired (including the 
personnel established by this association or any company represent- 
mg it) shall belong to the association and shall be respected as such. 
Whenever it is deemed expedient to terminate a membership of any 
company, the board of trustees, after confirmation by 80 per cent in 
number of the members of the association, may terminate the mem- 
bership of any company upon such terms and conditions as may be 
determined necessary and advisable, and not in conflict with the 
constitution and by-laws. Detailed provision is also made for the 
amounts to be deposited by the several members to protect the 
representative participations allotted to each. Upon assuming mem- 
bership (between Jan. 1^ 1920, and Jan 1, 1921) every company 
must pay an initial fee of $5,000 for each 1 per cent participation 
allotted to it, and on January 1, 1921, and annually thereafter, such 
fee automatically increases by a certain stipulated amount. One-half 
of such fees are retained by the association for the payment of ex- 
penses that shall be necessary for the conduct of the business, and 
said fees may be increased or decreased in accordance with the needs 
of the association. Participation in the fire department is obligatory 
upon all companies, but participation in the marine department is 
optional with members until January 1, 1920. Thereafter such par- 
ticipation is closed, except on the same terms as are applicable to 
new members of the association. 

The National Board of Marine Underwriters. — ^The objects of this 
board, which was incorporated in 1885, are enumerated as follows 
in its constitution and by-laws: 

Its special aim will be to secure beneficial interchange of views upon and 
consideration of matters pertaining to the general conduct of marine insurance, 
such as: 

First. The selection of correspondents at distant and foreign places, for at- 
tention to wrecked and damaged property, and such protection thereof as may 
be duly authorized. 
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Second. Approval and recommendation of standard forms of policies, or in- 
surance agreements, with a view to such uniformity as may be consistent witli 
the essential rights of underwriters and their assured to freely contract with 
^each other. 

Third. Measures for procurement and use of early and accurate information 
-of shipwreck or other disaster at the expense, as far as practicable, of parties 
interested therein. 

Fourth. Rules for classification of vessels for the purpose of insurance, and 
recommendation of such rules to local surveyors or organizations whose em- 
ployment or duty it may be to survey and rate vessels. 

Fifth. Rules for loading vessels with grain, petroleum, or other articles 
deemed suitable for special regulation. 

Sixth. The principles and rules of average adjustments and provisions for 
arbitration of differences arising upon such adjustments. 

The second and fourth purposes, as mentioned above, the manage- 
ment of the board advises, have lallen into disuse and for a con- 
siderable number of years the board has not made any recommenda- 
tions as to standard forms or insurance agreements, or promulgated 
any rules for the classification of vessels. 

The membership consists of three classes, viz, resident, associate, 
and honorary members. Resident membership comprises officers, 
managers, agents, or representatives authorized to underwrite for 
any American or foreign marine underwriting organization trans- 
acting business and maintaining an office or agency therefor in the 
city of New York. Associate membership consists of officers, man- 
agers, agents, or representatives of any American or foreign marine 
insurance company or organization doing business in the United 
States, but not mamtaining an office in the city of New York. This 
class of members possesses the same privileges of the board .as resi- 
dent members. Honorary membership consists of such officers, man- 
agers, agents, or representatives of marine insurance companies or 
organizations and representatives of kindred associations or cor- 
porations as may be elected from time to time. Such members arc 
entitled to attend meetings of the board, but do not possess the right 
to vote or to serve on any standing committee. 

Among the standing committees of the association reference should 
be made to the following : 

Executive committee. — ^Among other matters, it adopts plans for 
procuring and disseminating among the members early ana accurate 
mformation of marine disasters, the expense in connection with this 
matter to be borne, as far as practicable, by those specially interested. 

Classificdtion and inspection comm^ittee. — ^Recommends to the 
board rules for the classification of vessels for purposes of insurance, 
and for the guidance of local surveyors or organizations employed to 
survey or rate vessels; provides means for the dissemination of in- 
formation regarding captains and owners of vessels as may be 
<4dvantageous to members of the board; confers with experts, and 
recommends uniform rules and regulations relative to the loading of 
vessels with grain, petroleum, or other cargo requiriiig special atten- 
tion; and provides means by which prompt information may be given 
to board members of cases of improper loading of steamers or other 
vessels. 

Adjustment and arbitration committee. — Considers and reports 
such rules, regulations, and principles as it may deem proper for 
consideration and approval by the board, with a view to Deducing to 
a system the principles upon which losses and averages shall be ad- 
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justed and settled, and may organize and arrange modes for arbi- 
trating differences in which members of the board are interested, 
when requested by parties in interest to do so. 

Salvage convmUtee. — ^Recommends to the board for adoption means 
for the relief of vessels. and saving of cargoes in localities where 
this may be required; takes charge of all interests entrusted to the 
board in cases of loss or disaster; directs and takes charge of de- 
posits of funds arising from sales of wrecked or damaged property 
and from credits or from other sources; acts as arbitrator and/or 
referee in cases where questions of compensation for salvage or other 
services rendered to vessels or cargoes are referred to the board for 
determination, and in this respect the committee's award shall be con- 
sidered as the act of the board. 

Board of Marine Underwriters of San Francisco. — ^Fifty-two compa- 
nies, comprising both American and foreign admitted companies, are 
members of this board. Its objects are to promote hannony and good 
will; to encourage the observance of correct practices among its 
members; to secure unity of action among underwriters, and to pro- 
tect their interests at home and abroad. The membership is com- 
posed of organizations engaged in marine underwriting in San 
Francisco, and the election is by majority vote of members present 
at any meeting. Among its lead.ing standing committees are the fol- 
lowing: 

Executive committee, — ^Investiffates the cause of loss or damage to 
vessel, cargo, or freight, upon the written request of any meinber : 
examines all charges of incorrect practices against any member ; and 
arbitrates any matter in dispute between interested members arising 
out of their marine insurance business. 

Adjustment committee. — ^Examines all adjustments, excepting par- 
ticular average on cargo, made up on the Pacific coast of the United 
States in which two or more members of the board, through their 
San Francisco representatives, are interested, as insurers or rein- 
surers. The results of any such investigation are immediately re- 
ported in writing to the members, and no member is to pay a claim 
until he has received this notice. Moreover, upon request by mem- 
bers interested, this committee assumes special charge of looking 
after any salvages that may become due to members of the board, 
and of collecting and disbursing the same to parties entitled thereto. 

Surveyors commUtee. — ^To this committee are referred all matters 
pertaining to the appointment, compensation, discharge, mainte- 
nance, and control of all surveyors and agents ; also, the adjustment 
of their fees, consideration of complaints, ete. 

Bate recommending associations. — ^A considerable number of marine 
underwriters' associations recommend rates to their members, or 
did so until very recently. In nearly all cases, however, strong em-^ 
phasis is placed upon the " mere recommendation " of rates, thus- 
affording a strong contrast to the general practice prevailing in 
the fire insurance business. Fire underwriters' associations, pre- 
vailing in all sections of the country, have as one of their principal 
fimctions the fixing and enforcement of rates upon the entire mem- 
bership. In many instances, however, particularly with referenco^ 
to certain trades or types of risk, it is clear that the practice of 
** racommending rates'^' through marine underwriters' associations 
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is equivalent for all practical purposes to their general adoption by 
all members. There is, however, no definite obligation which binds 
the members to observe the rates as recommended. Instead, oflScials 
of the several associations have emphasized the point that, while 
the conferences recommend rates for the guidance and mutual ben- 
efit of the members, they are not bound to accept these recommenda- 
tions and are at liberty to withdraw from the association at any 
time. It should also be observed that in nearly all instances these 
rate recommending associations are verv informal in character and 
do not operate under a constitution and by-laws. 

American Hnll Underwriters' Association. — ^This association is not a 
regularly organized body, but is simply an arrangement for the as- 
sembling together of marine underwriters who make a practice of 
insuring hulls. There is no constitution and by-laws, and surveys 
and recommendations made are embodied in a circular to the under- 
widters who may be interested. For purposes of orderly action the 
underwriters appoint a chairman, tnree deputy chairmen and a 
secretary. The membership comprises practically all of the Amer- 
ican marine under^vriting facilities, including both domestic and 
foreign admitted underwriters. 

The objects of the association are threefold. In the first place, 
the association recommends policy forms and conditions. As a 
result of the association's efforts, uniform forms and policies were 
drawn up in conference with brokers and others. These policy 
forms are known as American Hull Underwriters' forms, and are 
recommended to underwriters for their use and, as a matter of fact, 
are in general use in insuring ocean hulls. Another function is 
to appoint surveyors to investigate and report as to the condition 
of vessels about to engage in ocean service. This was deemed neces- 
sary because many vessels built for inland service were trans- 
ferred to ocean trade, and consideration for the matter of 
safety of life and property at sea demanded that underwriters 
should take every precaution possible to see that vessels were, or were 
made, fit for the unusual service which they were about to undertake. 
Until recently the association also recommended rates at which 
various fleets of steamers should be underwritten by its members. 
Through deliberations of underwriters in conference with brokers, 
as well as shipowners, bases were found upon which vessels could 
be insured, which otherwise would have had great difficulty in secur- 
ing protection. This function of the association, however, was 
discontinued several months ago, particularly at the time when 
foreign rate cuting on hulls commenced. It has been stated, and it 
is hoped, that this suspension of the rate recommending function 
is only temporary and that the same will be renewed as. soon as 
possible. 

Atlantic Inland Association. — ^The purpose of this association, which 
is also informal in character and which possesses no constitution and 
by-laws, is to secure uniform and standard forms of policies and 
rates for the insurance of inland vessels and coastwise tu^ and 
barges. Questions of uniform conditions and rates are considered 
by a committee, and the committee's conclusions are submitted to 
tne members for approval, and if so approved all of the members are 
advised of the fact. Practically all underwriters engaged in this 
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class of business, it has been reported, are represented in the as- 
sociation. 

American Schooner Anodation. — ^The objects of this informal asso- 
ciation are limited chiefly to the standardization of policy forms 
and rates. AH suggested changes are discussed at the annual meet- 
ings and desirable changes are adopted at that time. The schooner 
form of policy adopted by the association, which is frequently re- 
ferred to as the Boston form of policy, dates back a great many years 
and has been universally used m this country, with comparatively 
few modifications, for the insurance of sailing vessels. As indicated 
the association also recommends rates. From time to time printed 
tariffs of minimum rates on American schooners have been issued, 
these rates being arranged in tables stipulating the age of the vessel, 
the voyage and season of the year under consideration, and the per- 
centage additions or deductions necessary to make allowance for 
special policy clauses, or especially favorable or unfavorable cargoes. 
These tariffs also embody rules relating to valuations, commissions, 
premium notes, cancellations, prohibitions, and desirable policy 
clauses. From time to time special tariff cards are also issued with 
reference to special trades. 

Changes in rates have been infrequent. Where rates have been 
altered, the change was made after a discussion of prevailing con- 
ditions at one of the association's meetings. Prior to the recent war 
sailing vessels were employed almost entirely in the West Indies and 
Atlantic coast trade, but since the war they have engaged largely 
in off-shore trade to South America, South and West Africa and 
Europe. Accordingly schedules were adopted for recommending 
to members rates for some of the principal voyages. As different 
lines of trade grew up, the executive committee recommended rates 
for these voyages with the idea of all companies charging a uniform 
rate. All schooner shares are in sixty- fourths or multiples, and it 
often happens that there are many owners of individual sixty- 
fourths. Consequently through the recommendations of the associa- 
tion all owners are, as a rule, charged a uniform rate irrespective 
of the-company they may happen to insure with. 

Provincial Tlnderwriters' Association. — ^Like the American Schooner 
Association, this organization is very informal, and has no constitu- 
tion and by-laws. At the yearly meetings all changes which may 
have been suggested by the members during the year are brought 
up for discussion, and those which are regarded desirable are adopted 
at that time. This association has recommended rates chiefly on hull 
and freight interests, and on certain lines of cargo. Printed tariffs 
of rates and conditions are issued from time to time and these are 
divided into two parts, namely, (1) on hulls, and (2) on cargoes and 
freight. The section on hulls gives the minimum rates based on the 
age and size of the vessel, the voyage in question, and the season of 
the year, and outlines the rules relative to prohibitions, special priv- 
ileges, and various underwriting practices. Also with reference to 
builders' risk insurance, the rates and conditions are fully stipulated. 
The printed tariff dealing with cargoes outlines the rate with refer- 
ence to (1) "coal shipments" and "other shipments"; (2) "sailing 
vessels" and "steamers," and (3) "fishing business" and "Provin- 
cial lumber and general merchandise." 
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Tacht Assooiation. — ^The membership of this informal organization 
consists of underwriters interested in the insurance of small yachts 
and motor boats used exclusively for pleasure purposes and having a 
comparatively low value. Its purpose is to secure for these under- 
writers uniform and standard policy conditions and rates. It is cus- 
tomary for a committee of the association, prior to the beginning of 
the yachting season, to consider conditions and rates for the insur- 
ance of this type of vessel, and to submit its findings to the members 
of the association for approval, after which each underwriter inter- 
ested is advised of the action taken. 

Steam-schooner agreement (Pacific coast) . — ^The agreement serves the 
purpose of recommending to its members minimum rates and con- 
ditions on Pacific coast hulls of the steam-schooner type. These rates 
and conditions are based on the experience of the m^nbers. 

''Postal insurance" and ''tourist iosuranoe" underwriters' confer* 
ences. — ^It remains to be stated that many of the marine insurance 
companies transacting business in the United States are members of 
the l^ostal Insurance Underwriters' Conference and the Tourist In- 
surance Underwriters' Conference. Both conferences exist for the 
purpose of recommending rates, clauses, and policy conditions. They 
have been organized for the guidance and mutual benefit of the mem- 
bers, but the companies advise that they are not bound to accept the 
recommendations and are at liberty to withdraw their membership 
at any time. 



CHAPTER VL 

RATE MAKING IN MARINE INSURANCE. 

Much mystery seems tx> surround rate making in marine insurance^ 
" How is a rate made? " was often asked during the committee's re- 
cent hearings, and the explanations always emphasized the absence 
of static conditions in this respect, the prevalence of national and 
international competition, the lack of consultation and cooperation 
between the companies, the supreme importance of the underwriter's 
judgment, and the necessity of viewing the insured's individual ac- 
count. All examination oi the hearings before the committee will 
^clearly indicate that marine insurance is far more complex than other- 
forms of indemnity as regards rate making. Fire insurance provides 
against loss occasioned by a single hazard. Life insurance insures 
against an event the occurrence of which is inevitable, and the risk 
concerning which is measured by the application of the law of aver- 
age to a mortality table. Marine insurance, however, undertakes to- 
indemnify a person against the loss of vessel, goods, freight, antici- 
pated profits, or any other insurable interest, through any of the 
numerous perils connected with navigation, such as the penis of the 
sea, fire, collision, jettison, barratry, and " all other perils, losses, and 
misfortunes." 

Importance of the underwriter's judgment. — ^While life and fire in- 
surance operate upon a scientific rate-making basis, this can be said 
of marine insurance to only a limited degree. Except as regards a 
limited number of commodities and a few classes of hulls, there are- 
no fixed marine insurance rates. This is unlike the practice in fire 
insurance where rates are fixed by underwriters' associations for* 
all member companies and where changes take the form of percent- 
age additions or deductions because of some general change in cir- 
cumstances surrounding the business as a whole. Leading marine 
insurance companies do possess a great mass Of statistical experience 
which is used as a basis in arriving at rates. Yet such data serves, 
only as a basis, and must be supplemented by many factors which 
vary greatly under different conditions. Taking the business as a 
whole, there is probably no other branch of insurance in which suc- 
cess is so largely dependent upon the sagacity, keenness of observa- 
tion, and the general specialized ability of the individual under- 
writer to judge not only the moral and business qualities of men and 
the inherent character of the subject-matter insured, but the effect, 
of climate, seasons, adverse physical forces prevailing on certain 
routes, trade customs, special policy provisions, and numerous other 
considerations upon any one of a large number of risks, as in marine- 
insurance.^ To a very large extent the business is inherently a sys- 
tem of estimates, and the importance of the judgment and ability of* 
the underwriter can not be OTeremphasized. ^ 

A marine insurance rate is really a composite — a general judg- 
ment — of all the numerous factors which have a bearmg upon the. 

67 
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particular hazard underwritten. This necessity for comprehensive 
judgment accounts for the extremely limited number of expert 
underwriters in a new marine insurance market like our own. It has 
been one of the chief reasons for having the marine departments of 
a large number of companies placed under a common management. 
The absence of trained men has also been responsible for the unwill- 
ingness of many of our fire companies to enter the marine-insurance 
business, while of those who have done so, manv of the smaller com- 
panies confine themselves solely to the taking of risks (by way of re- 
insurance) accepted originally by some larger underwriter. Wit- 
nesses also testified during the recent marine-insurance investigation ^ 
that leadership in the business is. a very important factor, and that 
frequently other underwriters participate in a risk after various 
amounts have been taken by certain underwriters well known to the 
insurance community. In London, particularly, various underwriters 
are experts — leaders — in different trades, and acceptance of a portion 
of the risk by them will greatly facilitate the underwriting of the 
balance by others. 

Importance of the personal factor. — Underwriters must emphasize 
the personal factor in marine insurance, i. e., must take into account 
the profitableness or unprofitableness of the individual insurance ac- 
count. Two vessels may be alike in all respects, yet under different 
managements the rate of premium might be quite different. One 
owner is efficient as a manager, attends properly to the vessel's upkeep 
and the appointment of officers and crew, and makes for himself a 
reputation among insurance companies. The other owner, let us say, 
fails to do these things and undertakes to save at every point he can, 
with the result that his losses are many as compared with the more 
careful owner. To give these two owners the same rate would be 
distinctly unjust as between the owners and an impossible proposi- 
tion to enforce upon the underwriter. There is no discrimination in 
giving a lower rate to a well-managed line with a good record than 
to a badly managed line with a bad record. Premiums must, in the 
long run, depend upon the results as shown by the insured's account 
and should, therefore, be based on the record actually experienced. 

Similarly with reference to cargo, it is common to have a differ- 
ence in rates on the same class of goods on the same steamer between 
the same ports and under the same policy conditions. Rates are 
made to insure the owner rather than the goods. It is in this respect 
that so-called " property insurance," relatmg to fire and marine in- 
surance, is really a misnomer. The merchant who aims to reduce his 
losses by proper packing and handling and who makes good salvages 
should certainly receive a better rate than the merchant who is negli- 
gent in those important particulars. As one underwriter expressed 
the matter : 

The personal equation enters into the making of marine-insurance rates very 
materially. This is right, and it should be so. There is a fallacy that bas 
run through practically every bit of insurance legislation I have seen in the 
United States. There seems to be an obsession on the part of people when 
you Insure a risk, a house, or ship, or anything of that kind that things that 
have exactly the same physical hazard ought to have the same rate. You do 
not do anything of the kind. You Insure a man against loss to that property, 

T 1 I I I "^ " ■ r I I - — -Ml ■ - I - I I I L _ 

^ Hearings on marine insurance before the Subcommittee on the Merchant Marine and 
Fisherles,^ House of Representatives, Sixty-sixth Cong., first session. 
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and while you take into consideration the construction of that pr(^)erty and its 
maintenance, it is the human element that is a very vital part of that rate 
making, and it should be so.' 

It may also happen that shippers of the same commodity, on the 
same steamer, and insured in the same company will have different 
rates because they have different contracts. One might be covered 
under an open policy which has been in existence for years and the 
experience record of which has been so highly desirable to the com- 
pany as to fully warrant favorable treatment. Another shipper, on 
the contrary, is being insured for the iBrst time and with the results 
of his account unknown, thus causing a difference in rates which is 
not unjustifiable. 

To meet the aforementioned situation underwriters keep sta- 
tistics with reference to individual accounts. If the business is 
being carried at a loss that fact yrill soon be revealed by the re- 
corded data, and the company will then be in a position to apply the 
necessary remedies to reduce the number of losses. Such statistics of 
ownership, when coupled with the statistical experience pertaining 
to* the trade or route, serve not only to show what rate ought to be 
charged but to adjust rates between man and man so that profitable 
accounts will not be penalized by making up the losses of losing 
accounts. Even where a new account is offered, the underwriter will 
endeavor to ascertain what the record of the vessel owner or mer- 
chant has been for a number of years in other insurance markets. 
Moreover, in ceitain trades the extent of damage through careless- 
ness and inefficiency is not easily identified, although the hazard is 
known to exist on a large scale. Underwriters may, therefore, apply 
the remedy of making a return, in the nature of a reward for merit, 
to those merchants whose claims are nominal as compared with those 
whose losses are heavy. The nature of the reward may take some 
such form as charging a specified rate for a special f oi:m of damage 
and refunding the difference between that rate and a certain per- 
centage thereof if the damage referred to does not exceed the stipu- 
lated percentage.^ 

Tlie moral hazard.— Individual accounts must also be viewed from 
the standpoint of the moral hazard, using that term in the sense of 
unfair dealing as distinguished from carelessness and incompetent 
management. Good faith and fair dealing should be the very basis 
of the relationship between insured and underwriter. Their absence 
is particularly vital in the case of hulls, because indirectly the insurer 
of cargo on the vessels is also made to suffer. 

Here, again, the keeping of statistics with reference to an owner- 
ship, a commodity, or a route is apt to reveal the extent of the dis- 
honest dealing, with the result that very high rates, or a* refusal of 
insurance altogether, will inevitably follow. In the case of cargo 
especially, the underwriter is largely dependent on the insured's 
statements when the insurance is negotiated. Documentary evidence, 
it is true, serves somewhat as a check to dishonesty, but it does not 
always reveal actual existing conditions at the time when the insur- 
ance is placed. As a general proposition, the underwriter must de- 
pend upon the fairness of the insured to make known all exceptional 

^ Hearings on marine Insurance before the Subcommittee on the Merchant Marine and 
Fisheries, Benjamin Rush, pp. 183, 184. 
s The method used, for example, in covering country damage claims on cotton. 
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circumstances relating to the condition of the goods, their packings 
etc. Telling only part of the truth often constitutes the worst kind 
of deception. Underwriters also experience numerous instances of 
unnecessary and unfair claims, a practice often resorted to by those 
who, owing to slender profits in their business, have a tendency to use 
the insurance company as a source for enhancing their income^ 

Brokers' accounts as a basis for rates. — ^The foregoing considerations- 
have referred essentially to individual accounts of vessel owners 
and merchants. But underwriters often view a broker's account as 
a whole, and this account may involve the risks of numerous own- 
ers. Underwriters at London Lloyds, particularly, follow this prac- 
tice on a large scale, and as a res Jit a losing business mig^t be 
merged with numerous good risks and the account as a whole be 
continued for a long time. The total gross account of all kinds of 
business offered by the broker may be satisfactory and will thus 
hide certain unprofitable branches or business. Owing to the volume 
of business controlled by large brokerage concerns, they are able 
at times to force their wishes upon the underwriter even to the ex- 
tent of placing certain lines of unprofitable insurance. Represent- 
ing the insured and desirous of holAng large accounts, these brokers 
will drive the hardest bargain possible. They may also operate in 
several markets, in one of which, say the domestic market, a cer- 
tain line of business is unprofitable owing to adverse business con- 
ditions, while in another, say a foreign market, their line of the 
same business is on a remunerative basis. They will therefore resort 
to the expedient of combining the two classes of business and of 
going to the underwriter with the proposition : " You will have ta 
take the unprofitable risks or I will not give you the remunerative 
business." 

Competitive nature of marine insurance. — ^Unlike fire insurance,, 
marine insurance is liquid and free, the market being national and 
even international in scope. As between underwriters there is com- 
paratively little interchange of views with regard to individual 
shipments or accounts. Conference arrangements for the recom- 
mendation of rates are confined almost altogether to certain leading 
trades, such as the movement of cotton, burlap, lumber, gram, etc., 
and to certain special types of hulls. Outside of such instances there 
is relatively, as compared with other forms of insurance, little col- 
laboration between companies in the United States in order to reach 
some sort of an agreement for an established rate. Abroad confer- 
ence relations with reference to rates exist to a greater degree than 
here, but in this country the absence of such cooperation is^ generally 
considered one of the most unfortunate features of the business. In- 
stead of combining their satistical experience for rate-making pur^ 
poses, each company regards its accumulated data as its stock in: 
trade. As one underwriter testified: 

It is the one disability and perhaps the one vice of the marine-lnsarance- 
bnsiness that we, each one of us, keep our own records and our own counsel 
and underwrite along our own individual lines.* 

To make matters worse, the underwriter must contend with the 
shopping proclivities of important brokerage concerns in the in- 

1 Hearing on marine insurance before the Subcommittee on tlie Merchant Marine and> 
Fisheries, William H. McGee, p. 200. 
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terest of their clients. A broker operates as a free lance and often 
does not owe allegiance to any insurance company. Representing 
vessel owners or merchants, whose insurance accounts he handles, 
the broker will sound the various marine-insurance markets for the 
cheapest rate and will consult one company after another to ascertain 
the best rate and the most favorable policy conditions for his client. 
Often the broker may be asked to handle so large a volume of insur- 
ance — covering all the marine transactions of a large firm or all of 
the vessels of a large fleet — as to necessitate the use of a number of 
markets both here and abroad. Under such circumstances the well- 
experienced broker may arrange with the owner to insure the busi- 
ness at an average rate made up of one rate in one market and some 
other rate in another. When shipments or fleets of vessels worth mil- 
lions are under consideration, a very small reduction in rate, say one- 
sixteenth of 1 per cent, will mean a large sum of money to the in- 
sured. Business conditions in a given trade may also be such as to 
require the utmost shading of insurance rates consistent with safety. 
Clients will therefore instruct their brokers to sound the market in 
its entirety with a view to obtaining the best average rate possible. 

International character of marine insurance. — ^Aliother peculiarity 
of marine insurance — an evil, as many American underwriters term 
it — ^is the facility with which insurance may be exported to foreign 
markets by brokers- or by the branch offices of admitted alien com- 
panies. As previously indicated, estimates of competent tinder- 
writers indicate that at least 20 per cent of all marine insurance 
originating in this country is exported directly abroad to be placed 
through nonadmitted underwriters or with the home office of ad- 
mitted foreign companies, such business not appearing in any of the 
official reports issued by our Stat^ insurance departments. Such ex- 
pprtation of insurance is practiced chieflv in the case of hull insur- 
ance, where leading estimates are to the eflfect that at least 50 per cent 
of all such insurance in the United States is thus exported. Builders' 
risks also go largely abroad, either because the foreign rates are lower 
than American companies can afford to take the business at or be- 
cause the laws of certain States forbid their companies from assum- 
ing this class of risks. 

In foreign trade transactions it is often the case that the buyer, 
actuated by a desire to obtain the lowest rate or to patronize the 
companies of his own country, dictates where the insurance will be 
placed, the shipper having no voice whatever in the matter. Kates 
prevailing in the different international markets can be easily as- 
certained by cable, and orders for insurance may be placed easily 
and promptly through the same medium. It is for this reason that 
England has for years been the world's leading marine insurance 
market. Here underwriters are called upon daily to accept cargo and 
vessel risks from all parts of the world. Thus a ^ipment of goods 
from New York to Calcutta may be insured by the consignee through 
an agency in Calcutta with a British company located in London. 
Even where the shipper in America controls the insurance he may, 
if actuated by a desire to obtain the very lowest rate, instruct his 
broker to cable to his correspondent in London to ascertain the 
foreign rate. This correspondent in turn is in touch with the insur- 
ance market throughout the maritime world. If the rates reported 
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are not any better than the American rate, the insurance will prob- 
ably be placed here. But if the rate quoted abroad is sufficiently 
lower, the instructions are to place the insurance with the foreign 
underwriter. It is in this way that a great deal of insurance on 
American hulls and cargoes disappears from the American marine 
insurance market. 

American companies are thus obliged to compete with the in- 
surance market of the world. In the absence of such competition it 
might easily result that insurance rates for American merchants and 
vessel owners would be higher than those obtained by their foreign 
competitors, thus handicapping American commerce. This fact 
should never be lost sight of, and indicates the inadvisability of arbi- 
trarily restricting insurance to domestic companies, or of subjecting 
rate making to the approval of a governmental board. Attempts have 
been made to bring marine insurance under the same laws that govern 
fire insurance rating. Such a policy, however, would likely result in 
the transferring of much marine insurance to other jurisdictions. 
Modem business requires marine underwriters to give immediate quo- 
tations, and there is not time to first refer rates to some governmental 
board for approval. Long before the board could act upon tl\e case 
some foreign underwriter would get the business from the shipper, 
even assuming that the foreign buyer would not exercise his right to 
dictate the placing of the insurance. It may also be doubted if mai'ine 
insurance companies can ever succeed in effecting a cooperative ar- 
rangement for the fixing of extortionate rates so long as London 
Lloyds remains the important institution that it is. The numerous 
individual underwriters of this world-renowned exchange serve as 
a regulator of marine insurance rates. Collectively they constitute 
an international force — a free-lance element — ^which will thwart any 
attempt to raise marine insurance rates to an excessive level. 

Law of average applied to specific factors. — ^While the underwriter 
must concern himself with the aforementioned general and variable 
factors, it does not at all follow that marine underwriting is based 
solely upon opinion or luck. Many elements in rate making are fairly 
constant, and as regards these marine insurance companies pursue 
the practice, followed in other lines of insurance, of charging on the 
basis of a law of averages arrived at through the tabulation of statis- 
tical experience on many risks of the same kind over a considerable 
number of years. If the number of like risks is large enough, and if 
the period of time extends over ten years or more, it is reasonably 
certain that the conclusions as to the hazard involved in any particular 
trade will include all exceptional conditions likely to arise, and will, 
as a consequence, be fairly accurate. In very exceptional cases, ho\v- 
ever, the data may be supplemented by the underwriter's personal 
judgment. Although not scientifically correct, such data will serve as 
an approximate guide for the charging of rates sufficiently high to 
pay losses, to cover expenses, and to provide a reasonable return on 
invested capital. 

Numerous factors thus lend themselves to an approximate meas- 
urement of their importance. Some of these relate only to hull in- 
surance, others only to cargo insurance, and still others to all in- 
terests involved in a maritime venture. Briefly enumerated, the 
most important factors of this kind refer to the effect of physical 
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forces on various routes of travel or at different ports; to the in- 
hei'ent quality and characteristics of different types of vessels or 
commodities; the various methods of operating vessels, packing, 
loading, transshipment and discharge of goods, nationality of the 
V essel and national characteristics encountered in a given trade ; the 
effects of seasons; the duration of the risk; the effect of trade cus- 
toms; and the loss experienced under various special policy pro- 
visions. It will be the purpose of this chapter to discuss these fac- 
tors briefly and to point out the significance of each to the under- 
writer in his task of arriving at an equitable and adequate rate. 

Natural forces and topography. — In passing judgment upon the 
merits of individual risks, underwriters must necessarily be ac- 
quainted with the physical forces and topography associated with 
the voyage. in question. If storms, fogs, currents, shoals, and other 
natural factors were nonexistent, the use of marine insurance would 
be limited merely to protection against fire and the acts of man. 
But the mighty forces of nature offer many uncertainties to mari- 
time undertakings, and the frequency and severity of their opera- 
tion varies greatly with the locality, thus causing one route to be 
dreaded much more than another. 

Many of these forces, and some of them extremely hazardous ones, 
may be designated as passive forces of nature, such as fogs, calms, 
ice, icebergs, and dai*kness. Fog is the leading cause of collision 
and stranding, and is a great menace in that it necessitates naviga- 
tion by dead reckoning with its resultant losses to underwriters. 
Calms are dreaded by the navigators of sailing vessels, although the 
equipment of such vessels with auxiliary motive power has reduced 
this hazard materially: Ice and icebergs are a real menace to navi- 
gation in many areas, particularly at certain seasons of the year, 
and have been responsible for some of the greatest catastrophes on 
record. Other leading factors of the passive kind, which greatly 
increase the hazard connected with maritime ventures on certain 
routes, are shallow water, long tortuous channels, long nights, and 
submerged shore reefs and sand bars. 

As contracted with the passive factors are those which may be 
classed as active, such as winds aoid storms, tides, tidal waves, cur- 
rents, and seaquakes. The effect of these will often vary according 
to locality, as for example, where great masses of water are forced 
by storm or tide through narrow channels into small bays. AH of 
these factors, whether passive or active, constitute a vital consid- 
eration in arriving at a rate with reference to a given route. The 
lane ways of commerce are not on a par in this respect. Some are 
comparatively free from natural hazards, while others are known 
to be subject periodically to heavy fogs, storms, ice, tidal waves, etc. 

Nor is the open ocean voyage the only consideration, since many 
of the hazards confronting underwriters are associated with the porte 
of departure, call, or destination. Here a great variety of problems 
present themselves. Some ports are known for their difficult ap- 
proach, insufficient depth, absence of good anchorage ground, lack 
of protection against the action of waves, tides, or tidal waves which 
may cause flooding of the docks, and shifting sand bars or other ob- 
structions. In fact, some ports are so inferior that vessels can only 
discharge cargo by anchoring off shore in fair weather and having 
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According to advices, howeyer, underwriters assume the dominant 
roll in the management of the organization. The publication is 
designed to indicate the general character of all vessels in the British 
marine of not less than 100 tons, besides numerous vessels in foreign 
fleets. Among other items this publication states tiie name, mate- 
rials of construction, details of the decks, the engine and boiler 
equipment of the vessel, its dimensions and registered tonnage, 'and 
the date of the last survey. To keep the shipping world informed 
of an^ important changes, supplemental lists are published period- 
ically in connection with the annual edition of the Register. In other 
words, this Register may be likened to a catalogue of nearly all the 
important vessels of the world, from which the underwriter may 
ascertain, by a hurried reference, the general fitneiss of a specified 
yessel to make a given voyage or carry a certain cargo. To render 
such reference on the part of the underwriter still easier, both iron 
and wooden vessels are divided . into separate classes, and these 
classes into grades, eadi grade being designated by a^ code symbol. 

Since the classincation of vessels is fimdamental in the shipping 
and insurance business, the importance of a publication like Lloyd's 
Register can not well be^ overestimated. This influence has been so 
potent a factor in British lapping that other nations have been 
obliged to adopt a similar system ; although in this respect Lloyd's 
Register has served as the standard after which maritime nations 
have modeled their own registers. To %uch an extent has the clas- 
sification of vessels become a necessary adjunct to the shipping in- 
dustry that practically no vessel of any importance in any nation 
is without a regular classification in some standard re^ster. Chief 
among the numerous registers now published in addition to Lloyd's 
are the Bureau Veritas of France, and the Record of the American 
Bureau of Shipping. The American Bureau, it should be stated, is 
rapidly forging to the front, and is receiving the hearty endorsement 
of American underwriters as well as governmental departments. 
Recent recammendations have been made to the effect that this 
Bureau shall be made the authority in technical matters of construc- 
tion of merchant ships and their machinery, and that Congress 
should also name it as the regularly constituted authority for the 
fixji^g of load lines and freeboard. Early in 1916, this bureau's 
classification and inspection extended to only 8 p^er cent of American- 
built vessels, while Lloyd's and the Bureau Veritas had 92 per cent ; 
but by July, 1919, the respective figures were 68 per cent for the 
bureau and 32 per cent for the other two societies. 

Otlier prst homd cdds of the underwriter.— In addition to the publi- 
cations of classification societies, a well-equipped underwriter's office 
will also possess maps, charts, and port books giving detailed infor- 
mation as to prevailing winds, currents, and ocean lanes, the loca- 
tion of lighthouses and wireless stations and the most pertinent fea- 
tures relating to the depth, protection, and facilities of harbors. Nor 
do underwriters relv solely upon the information concerning vessels 
furnished by classincation societies. Changes on a vessel may easily 
take place subsequent to her last classification. Accordingly leading 
underwriting offices have their own surveyors to furnish them with 
authentic vessel records. 

164244—20 ^5 
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Underwriters? associations. — As supplementing all of the fore- 
going, additional assistance is derived from various classes of asso- 
ciations. Well-equipped salvage associations, usually - privately-or- 
ganized, render great aid in the prompt salvaging of vessels and 
cargo, thus greatly reducing unnecessary loss. Other associations, 
already discussed at length in a previous chapter, are organized and 
managed by the underwriters themselves and serve various purposes, 
such as the fostering of business in general, establishment of just 
principles, inspection of the loading of vessels, conduct of salvaging 
operations, adjustment of losses, and the adoption of uniform policy 
forms and conditions. 

Characteristios of commodities. — Just as it is necessary for the 
underwriter to give thought to the physical condition of the vessel, 
so it is essential, in the case of cargo insurance, to be acquainted with 
the peculiarities of the hundred and one commodities that are offered 
as risks. Each commodity preseiits problems of its own, and the 
hazard may, furthermore, vary according to different circumstances 
surrounding the shipment. Space limits forbid the enumeration of 
all factors in this respect, but the following will serve to indicate the 
underwriter's problem in judging a risk: 

(1) Baw products may at times be transported in their original 
condition, while in other cases the commodity may have been sub- 
jected to a curing process prior to shipment which will substantially 
increase its durability from the standpoint of time, temperature, 
moisture, etc. Two shipments of the same commodity may there- 
fore represent a totally different hazard, depending upon the pre- 
liminaiT treatment referred to. 

(2) Preservation of certain articles will depend largely upon* the 
use of proper containers, or the employment of good methods of 
packing. Any underwriter can testify to the heavy loss resulting to 
shipments of American cotton, for example, from the improper pro- 
tection of the bales by burlap. Much loss through leakage or evapo- 
ration often results because improper containers are uaed. 

(3) Other articles are apt to absorb odors or to be otherwise easily 
affected by the presence of other commodities, and it is therefore 
important to know the miscellaneous character of other cargo aboard 
the vessel, or the degree to which the vessel affords facilities for pro- 
tecting one portion of its cargo against damage caused by other cargo 
being shipped at the same time or which, having been shipped pre- 
viously, might have left a taint clinging to the vessel. 

(4) Uertain articles are easily affected by salt water or exposure 
to the elements, while others, like lumber, remain unaffected. Ac- 
cordingly, the first class of goods may require special protection, or 
certainly stowage under deck, while the latter class may, from an 
underwriter's point of view, be carried safely on deck. Still other 
articles are of such a hazardous nature that shipment on deck is 
essential for the protection of other interests in the venture. 

(5) Sometimes commodities are of such a perishable nature that 
delay in the voyage, if caused by a marine peril, will subject the 
imderwriter to heavy liability. To meet such situations special 
types of vessels have been designed. Thus refrigerating steamers 
are especially adapted to the canning of fruit and meat products. 
The underwriter must, in fact, take into account the fitness of the 
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vessel to carry the particular cargo offered to him as a risk. Liners, 
owing to their greater speed and special equipment to meet the 
needs of trade on the route they serve, will usually justify the 
charge of a lower premium on the cargo carried than in the case 
of tramp steamers. The slower speed of the latter means a longer 
exposure of the cargo to the perils of the sea. Yet in the case of 
nonperishable commodities which may be transported in bulk, 
siicn a vessel will be eminently satisfactory in meeting the require- 
ments of speed and economical transportation. In relation to cargo 
it is also important to note whether the vessel has a double bottom 
to protect cargo against damage resulting from stranding, whether 
it is e<juipped with bulkheads to guard against heavy loss in case 
of colhsion or fire, whether its decks are so constructed as to pre- 
vent heavy weather damage during a heavy sea, and whether its 
design is such as to assure a speedy discharge of water that may 
huve forced itself thirough hatches or other openings. 

(6) Various commodities are susceptible to damage from un- 
avoidable causes, like sweating, spontaneous combustion, etc., which 
are not necessarily the result of improper packing, loading, or 
handling. In turn the presence of such goods may endanger other 
contiguous cargo. Liability for such losses are often assumed or 
avoided by underwriters under special clauses. 

(7) The nature of many articles is such as to require skilled 
loading to prevent unnecessary damage. Thus, where a large single- 
deck steamer is loaded with miscellaneous cargo it is important to 
properly arrange the location of various classes of articles, since 
some may. be seriously affected by the crushing weight of the top 
cargo. 

Effect of special trade oustoms. — ^Not only must the underwriter be 
familiar with the inherent peculiarities of all classes of commodi- 
ties, but he must be acquainted with the customs and usages pre- 
vailing in different trades. To a large extent physical environment 
determines the methods under which transportation of goods is con- 
ducted ; and the underwriter, being obliged to serve the trade if he 
desires to do any business, must assume the risks peculiar to the 
market in question. 

Frequently the presence or absence of a large tributary area will 
detemine tlie metliod of shipment prevailing at a given p^rt. If the 
buying occurs in the interior the commodity, as for example, cotton, 
may be protected by the underwriter through all its stages of trans- 
portation, i. e., from the time it is ginned and weighed to the time it 
is delivered at destination. Similarly, producers in certain localities 
desire to have their shipments protected from warehouse to ware- 
house. But if the buying occurs at the seaport, as is usually the case 
with export trade in grain, the underwriter's liability usually does 
not attach until the commencement of the ocean voyage. In some 
markets it is the custom to process raw material, white in others this 
practice is not resorted to. Some localities have the advantage of 
deep-water ports, while in other instances the conformation of the 
coast is such as to necessitate lighterage with its attendant delays 
and risks. On many routes transhipment is necessary with its ac- 
companying risk of loss or damage, especially to package freight. 
Enforcement of liability against carriers is also very important to 
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underwriters, and some communities are much stricter in this respect 
than are others. 

Effect of seasons.— This factor is of decided importance in both 
hull and cargo insurance. Its significance to hull underwriters be- 
comes apparent when we reflect that many routes of travel are sub- 
ject to more or less periodic storms of great violence at certain times 
of the year, or to exceptional ice conditions. So well understood is 
the seriousness of this factor that on certain waters the season is 
" closed " during the winter months to various types of hulls as far 
as the obtaining of marine insurance is concerned, while tp other 
types there is a material increase in the premium rate. Marine poli- 
cies also abound in clauses which forbid the insured to operate his 
vessel on certain waters or restrict navigation thereon only to cer- 
tain seasons of the year. Manifestly the underwriter bases his 
premium upon the as^iimiption that the observance of such policy 
conditions will reduce his hazard. 

With reference to cargo insurance, the season of the year may be 
iresponsible for a number of special hazards. In the first place the 
nature of the goods may be such as to be seriously affected by cold 
or heat. Consequently an unforeseen delay in completing the voyage, 
owing to some marine peril, may produce, in view of the inherent 
nature of the commodity, a much greater loss in one season than in 
another. Again, the market for goods of a given^type at the port of 
destination, or a port of refuge, may vary jpeatly according to the 
season of the year. Accordingly, in case ox damage to such goods, 
the underwriter's prospect of realizing a fair salvage may be small 
or even negligible because of the limited need for such goods at that 
particular time. 

But the greatest hazard confronting the underwriter probably 
lies in the fact that many of the Nation's leading products move most 
heavily to market at certain seasons of the year, as for example, cot- 
ton during the " cotton moving season." At such times enormous 
values are concentrated in a single localitjr under exceptionally bad 
conditions. The great congestion of freight materially increases 
the fire hazard to the goods as well as the vessels lying at the dock. 
There is also a -tendency at such times to overload the vessel and to 
unduly overcrowd passageways and other open spaces, thus render- 
ing more difficult the mastering of a fire aboard the vesseL More- 
over, heavy seasonal movements, especially when tonnage is scarce, 
often furnish an inducement tor the entrance of vessels in the 
trade which are not at all adapted for the purpose. So well is this 
seasonal hazard understood that underwriters have organized asso- 
ciations which have for their purpose the supervision of the loading 
of vessels during the seasonal period of heavy traffic. 

Nationality. — ^Nationality of the vessel and national characteristics 
encountered in a given trade are also important factors in determin- 
ing rates. Certam nations are mainly dependent upon ocean com- 
merce and their citizens are essentially seafaring people. On the 
average the masters and crews belonging to such nations constitute 
the most skillful mariners, a matter of great importance in times of 
distress when the underwriter's interests depend largely upon the 
quick and correct action of those in charge of the ve^l. Again, 
rates may vary greatly as to the standard of commercial honor in 
trade, some possesing a high standard, while others are known for 
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their laxA: of commercial ethics, especially in connection with the 

Eresentation of unworthy claims, or the effecting of arrangements 
etween merchants at a port of refiige to fleece the underwriter by 
perfunctory bidding in the market in case it becomes necessary to 
sell damaged goods in order to prevent their total loss. Under- 
writers have also experienced much greater pilferage losses in cer- 
tain trades than is the case in other markets. 

Ihiration of the risk. — ^Aside froni the geographical and commercial 
elements of hazard coimected with a given trade, the underwriter 
must necessarily give thought to the length of time during which the 
risk is assumed. It makes a decided difference with the underwriter 
whether the protection on cargo commences with its lo^^ding aboard 
the vessel, or whether it extends to shore cover or even to the entire 
period of transit from the interior to final destination. Modem 
business requirements, it should be stated in this respect, have made 
it increasingly necessary for underwriters to grant full coverage to 
their clients, and one of the most widely used clauses in cargo in- 
surance is the following : 

Including all risks coveted by this policy from shippers' or mannfactTirers* 
wacehouse until on board the vessel, during tmn^ipment, if any, and from the 
yeesel whilst on quays, wharves, or in sheds, during the ordinary course of 
transit until safely deposited in consignees or other war^iouse at destination 
named in the poUcy. 

Special attention should be directed to the phrase ''during the 
ordinary course of transits" Premiums are presumed to have been 
based on existing conditions and ordinary delay is regarded .as 
covered by the insurance. Unusual delay, however, is not covered 
and consequently the warehouse to wardiouse clause may be sup- 
plemented with additional clauses extending the protection to such 
unforeseen contingencies. But a further difficulty presents itself 
when one considers the meaning of " existing conditions." Such 
conditioBB may be greatly changed by events as was so well illus- 
trated during the recent World War, when railroad terminals 
and ports were frequently congested with freight, when the fire 
hazard during such congestion was enormously increased, when 
sailings were irregular and often far between, ana when the average 
voyage frequently took two or three times as long to complete as 
would have been the case under peace conditions. Hence in time 
of war, or other great emergency, this phraseology must be in- 
terpreted very differently than during ordinary times. The funda- 
mental pu3rpose of insurance is to protect, and the underwrite is 
presumed to have accepted the risk, and to have arrived at the rate, 
m the light of prevailing conditions. 

Policy conditions. — ^Determination of marine premiums must also 
involve a consideration of policy provisions which limit the ex- 
tent of the undei*writer's liability. It is one thing, under cargo 
insurance, to assume liability for all types of losses, and quite an- 
other to insure against " total loss only," or to cover only partial 
losses. Coverage of partial losses, again, may relate only to gen- 
eral average, or to particular average, or to omy particular average 
when caused by a limited number of specified perils. 

Reference is had particularly to the numerous so-called "average 
clauses " used in the business, and all involve an intimate knowledge 
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of the inherent peculiarities of the commodities to which they apply. 
Thus the insurance may be " free of average unless general," which 
means that the underwriter a^umes liability only for total losses 
and general average claims and is not concerned with the great mass 
of partial losses which resailt from the leading perils of navigation, 
such as " stranding, sinking, burning, and collision." Or the policy 
may be " free of particular average" — a very commonly used form — 
in which case the underwriter lissumes losses resulting directly from 
stranding, sinking, burning, and collision, the major causes of marine 
disaster, but is freed from liability for all partial losses which may 
arise through other causes, such as storm, inferior packing, etc. 
Such particular average clauses, in turn, may take one of two lorms, 
i. e., be subject to either American or English conditions. Under 
the first form (F. P. A. A. C. clause, meaning " free of particular 
average, American conditions") the insurance will be "free of par- 
ticular average unless caused by stranding, sinking, burning, or col- 
lision with another vessel," thus freeing the underwriter from all 
particular average losses which are not the direct result of the four 
casualties specifically referred to. The other form (F. P. A. E. C. 
clause, meaning "free of particular average En^lisn conditions"), 
and one much more commonly used in the American market, makes 
the insurance " free of particular avera^ unless the vessel or craft 
be stranded, sunk, burned,, or in collision." Unfortunately, the 
courts have construed this clause to mean that the underwriter 
is liable for partial losses which may happen on the voyage 
after the occurrence of any one of the four enumerated perils, al- 
though in no sense caused thereby. 

•In determining rates on cargo and hulls much will depend on the 
percentages (the so-called "franchise") used in "average" clauses 
to define the extent of a particular average loss before the undei*- 
writer becomes liable. Thus in hull insurance it is customary to 
provide that the underwriter shall not be liable unless the partial 
loss amounts to 3 or 5 per cent of a given valuation, while in cargo 
insurance it is the general practice to group commodities into classes 
and apply a given percentage to each as tne measure of damage be- 
fore liability attaches. Under certain of these clauses, again, the 
liability is tor the full ainount of the damage if the percentage of 
loss is reached, while under other clauses the underwriter is re- 
sponsible only for the excess. In hull insurance much also depends 
upon clauses which define the amount to be allowed by way of 
deduction when new material is substituted for old in the process 
of making repairs. 

Numerous other policy provisions have a vital bearing upon the 
risk assumed by the underwriter, but their number is so extremely 
large as to preclude a complete enumeration. But a few stand out 
preeminently and their presence or absence materially changes the 
hazard. They refer to the following: 

(1) Through the use of "loading warranties" vessels are often 
forf)idden to take aboard more than a stipulated maximum of cer- 
tain kinds of commodities, or are prohibited from carrying certain 
articles at all, or are permitted to stow given kinds of commodities 
only in certain portions of the hold. 
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(2) Through so-called "trade warranties," the use of vessels is 
often restricted to the particular trade, as regards both area and type 
of cargo, for which they were designed. The recent World War 
clearly demonstrated the increased hazard involved in transferring 
vessels built and equipped for the Great Lakes' trade to service in 
over-seas commerce. 

(3) A reasonable valuation should be stated in the policy because 
the underwriter's liability for partial losses is determined on the 
basis of a percentage of the value insured. 

Conference rate agreements. — ^The foregoing list of considerations is 
certainly formidable. It indicates the composite character of a ma- 
rine premium and shows the importance of accumulating experience 
along many lines to serve as a basis for properly judgmg any one 
of the numerous propositions that may be offered to an under- 
writer. Small wonder, therefore, that the nimiber of skillful imder- 
writers in the comparatively new American marine insurance market 
is so limited. Fire insurance, it is true, involves equally numerous 
rate factors, but the nature of the business is such — ^risks being sta- 
tionary and subject almost altogether to local conditions— ^hat all 
can be handled scientifically under a system of schedule rating ap- 
plied through some central bureau of an underwriters' association, 
of which practically all companies are members. Fire insurance 
rates, in other words, are determined, applied and enforced by all 
the companies acting in unison. In marine insurance, however, 
rate matang by agreement is the exception and not the rule. It is 
practiced only where a given trade operates under fairly uniform 
and stable conditions, or where a group of companies have acquired 
the business so thoroughly as to make entrance of a competitor ex- 
tremely difficult. 

Thus in the cotton and burlap business, and the grain and lumber 
traffic on the Great Lakes, groups of underwriter have managed to 
effect arrangements for the recommendation and charging or uni- 
form rates, the representatives of the companies meeting periodically 
for the purpose. A similar object, as was explained m a previous 
chapter, is also served by the Atlantic Inland Association, .^onerican- 
Schooner Association, Provincial Underwriters' Association, the 
Yacht Association, the Steam Schooner Agreement (Pacific coast), 
and the Postal Insurance and Tourist Insurance Underwriters' Con- 
ferences, and until recently by the American Hull Underwriters' 
Association forthe insurance of various fleets of vessels. Such coop- 
eration, if properly conducted and if free from any motive of charg- 
ing extorionate rates, is to be commended. Most underwriters regret 
the past inability of the companies to cooperate more fully in the 
matter of rates. Cooperation leads to the stability of rates, stren^h- 
ens the underwriters financially by avoiding cut-throat competition, 
brings a,bout a better supervision of both the imderwriting business 
as well as commercial practices, and tends to eliminate unfair dis- 
crimination between shippers and vessel owners. It may also be 
added that merchants and shippers are not concerned so much with 
the mere size of the rate as they are with the fact that rates may be 
unduly competitive, unstable, and discriminatory in character. 
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In its investigation of marine insurance in the United States 
your conunittee has examined exhaustively into the functions, present 
status, and legislative needs of this branch of insurance. AH evi- 
dence leads to the conclusions that a strong and independent national 
marine insurance institution is an absolute necessity to a nation's 
foreign trade equipment, that such an institution does not exist 
in the United States to-day, and that it is imperative to adopt ways 
and means to correct the present impossible situation if this country 
is to meet the strenuous international rivalry that the new era is 
•certain to inaugurate. There caji be no doubt, judging from the 
manner in which our competitors are now seeking to ulidermine 
this branch of underwriting, that marine insurance will be used, 
as probably never before, as a national commercial weapon for the 
acquisition and development of foreign markets. Failure to act 
now in strengthening our marine insurance facilities and placing 
them in an independent position free from foreign control, can not 
be regarded otherwise than as the neglect of a duty and an op- 
portunity. The loss of the present rich opportunity will soon be 
bitterly regretted, but it will be too late to undo the mischief. 

Marine insurance is more than a fundamental agency of com- 
merce, and its importance extends beyond the ordinary service of 
protecting property and credit. Its use as a competitive weapon 
m international trade has been demonstrated to your committee in 
many ways. From this viewpoint, the advantages of possessing 
strong, independent underwritmg facilities are undeniable. Their 
significance is fully discussed in the first chapter of the accom- 
panying report, and a restatenient is therefore unnecessary. 

In view of the strategic importance of marine insurance in the up- 
building of foreign trade and a merchant marine, your committee 
Tegrets to report that American interests have largely lost their grip 
on this type of underwriting. Probably no other vital branch of 
American commerce has passed so extensively under foreign control. 
(See Chaps. II and III of the accompanying report for a detailed 
statement of the facts.) In ascertaining the true status of the busi- 
ness the committee was handicapped by the absence of public records, 
and accordingly found it necessary to submit a detailed questionnaire, 
under date of August 1, 1919, to all American and foreign companies 
transacting marine insurance in the United States. The purpose of 
this questionnaire was to ascertain the extent of consolidation among 
the companies; the degree of cooperation between underwriters 
through conferences, associations, reinsurance pools, and other 
methods of affiliation; the extent of foreign ownership and control 
of American companies; the amount and ultimate destination of re- 
insurance; the proportion of the premium income from marine in- 
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surance derived by each company from (1) hull and freight insur- 
ance, (2) cargo insurance, (3) builders' risk insurance, (4) coast- 
wise and inland traffic, and (5) traffic in the foreign trade; and the 
reasons for not ^nphasizing insurance in any one or more of these 
five categories. Replies were received, under oath, from practically 
all comjpanies, and much additional information was acquired through 
public hearing and through a voluminous correspondence. 

In its combmed effect, the information obtained b^ the committee 
from all these sources presents a showing which is anything but 
gratifytng to those who wish to see the United States in the fore- 
front bi international shipping and trade. In fact, the situation is 
an impossible one and must not be allowed to continue. Only 62 
direct-writing American companies participated in ocean marine 
insurance during 1918, while six additional companies confined tfaeif 
activities to inland and coastwise waters. But of these companies 
only a limited number transacted the bulk of the business, two com- 
panies receiving nearly one-fourth of the total net marine pretninm 
income, and 10 nearly two-thirds. Thirty-six of the companies, or 
about one-half of the total number, received only 8 per cent ot the 
total net marine premium income obtained by all the companies. 
Moreover, nearly one-fifth of the direct- writing American ccHnpanieB 
were found to be foreign owned or very closely allied by having 
directors or leading stockholders resident abroad. Approximately 
two-thirds of the marine insurance written in the United States was 
found to be controlled by foreign underwriters. The great ma- 
jority of American companies frankly reported that they did not 
emphasize hull and builders' risk insurance, a very large proportion 
of these forms of marine insurance being exported directly to the 
foreign market without appearing in any of the records, on this 
side. American companies place approximately one-half of all their 
reinsurance with foreign underwriters, while the reinsurance placed 
by United (States branch offices of foreign admitted companies with 
American companies is only about one-half of the reinsurance placed 
by American companies with foreign admitted and non-admitted 
companies. Your committee is also convinced that foreign interests 
are making a determined effort right now to undermine American 
marine insurance, such as it is, with a view to reducing it to still 
smaller proportions. 

The reasons for foreign control on so extensive a scale were fully 
developed during the committee's hearings and were also indicated 
by many of the replies to the committee's questionnaire. Briefly 
enumerated, British companies, in ptu*ticular, are favored by the 
following factors: A world market of long development, a broader 
spread of business and broader reinsurance facilities, freedom to 
combine or to form communities of interest, permission to write 
numerous kinds of insurance, ease with which American insurance 
may be exported abroad, a much smaller tax burden, a smaller over- 
head charge, and dependable support of home merchants and vessel 
owners. (See Chap. Ill of the accompanying report for a discussion 
of these factors.) Your committee regrets to report that there is an 
appalling absence of such favorable factors with respect to American 
underwriters. They lack a wide spread of business and adequate 
reinsurance facilities, are handicapped by restrictive State legisla- 
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tion which opposes combination for cooperative purposes and denies 
permission to transact numerous lines of insurance, are buixlened 
with excessive taxation levied according to wrong principles^ and, 
for various reasons, do not seem to enjoy the same whole-hearted 
support of home merchants and vessel owners, or their brokers, as is 
so characteristic of Uie commercial interests of certain foreign coun- 
tries. Your committee also feels that the serious legislative burdens 
and restrictions confronting American companies are entirely un- 
necessary and are largely traceable to a short-sighted policy, con- 
tinued during many years and dictated by local desires, which views 
marme insurance as a purely State matter rather than the National 
institution that it really is. 

Your conmiittee has given much thought to available ways and 
means of bettering conditions. It has reached the conclusion that 
the subject must he approached from at least three directions, and 
collective assistance along all these lines is necessary. The remedy 
lies partly in (1) ^self-help on the part of American companies 
through cooperative action, especially m the formation of a compre- 
hensive insurance bureau for reinsurance purposes; (2) Federal 
assistance, and (3) State help through the removal of unnecessary 
and paralyzing legislative restrictiona 

As the investigation progressed it became increasingly apparent 
to the committee that adequate reinsurance facilities were essential 
to a successful national marine insurance institution, and that the 
absence of such facilities constituted one of the ^eat handicaps to 
American underwriters. Accordingly, the committee suggested to 
all American companies the desirability of creating a reinsurance 
biu^au or exchange, composed of American companies and open to all 
who are willing to conform to reasonable requirements. Such a 
bureau is now in process of formation, and the committee is hopeful 
that a satisfactory arrangement will soon be successfully launched 
for both hull and cargo insurance. Numerous meetings have been 
lield between the committee and underwriting interests, and between 
*the representatives of the various companies. In a project of such 
dimensions there are many problems that must be met and that re- 
quire time for their solution. At present the companies have ranged 
themselves into two groups, one freely expressing a desire to go 
ahead, and the other, composed mainly of companies whose business 
associations with foreign representatives have been of long standing, 
showing some hesitancy, probably because the proposed arrangement 
would involve some sacrifice. This twofold grouping is quite natural 
and was expected, and the committee's statement is not offered in a 
spirit of criticism. Your committee has not only urged both groups 
to complete the formation of their plans, but has coimseled co- 
operation between all American companies, irrespective of their 
group affiliations. A comprehensive insurance bureau, the commit- 
tee believes, will be a big step in the right direction. Representing 
a union of many companies, it will make possible a united and in- 
telligent action which will command the respect of foreign interests. 
It will greatly enlarge the reinsurance facilities of the American 
market, will* widen the spread of risk, will have a steadying effect 
upon the whole business, and will draw into marine insurance much 
additional capital. 
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If American companies are willing to cooperate for the national 
good in the manner indicated, your committee believes that the 
Federal Government should reciprocate by cooperating with the 
bureau. To this end the committee believes that the Federal Gov- 
ernment should go out of the marine insurance business, and that 
all departments of the Government which now place insurance with 
private interests, and, in one important instance, with private inter- 
ests abi'oad, should give the same to the bureau if the rates are 
approximateljr the same as those charged elsewhere. Only in this 
way can existing marine insurance capital be encouraged, and new 
capital attracted to the business. The United States Shipping 
Board's large business should be utilized in the interest of a national 
marine insurance institution, if this can be done without material 
loss to the board. National interests require much more than a mere 
solution of the Shipping Board's temporary problem, i. e., the Ship- 
ping Board's enormous equity in vessels should be utilized for the per- 
manent welfare of marine insurance in this country. Your committee 
is happy to state that American companies have expressed a willing-. 
ness to take over the Shipping Board's insurance on a cost basis, i. e^ 
the members of the proposed bureau are neither to incur a loss nor 
to make a profit. This proposition, it should be said, is now being 
formulated in detail. Certain companies have suggested to the com- 
mittee that such a cost-ibasis proposition will be agreeable since it 
will be a " distinct advantage to them to have a record of all Shipping 
Board vessels and of their captains, engineers, and mates, to enable 
them more intelligently to make rates on cargoes and on the hulls 
when taken over by private interests." It has also been suggested 
that the experience gained from the handling of the Government's 
business " will enable American underwriters to write insurance more 
intelligently than the foreign market and to create an American hull 
market capable of handling insurance on hulls flying the American 
flag, thus keeping the business in this country." As the Shipping 
Board sells its vessels, it is belieyed that the proposed plan will assist 
in placing American companies in a position to retain a large share 
of the values thus sold, with the result that the companies will greatly 
enlarge their volume and spread of business and thus relatively re- 
duce their overhead expense. 

In addition to the foregoing, your committee believes that the 
Federal Government may be of further assistance in several respects, 
and desires to recommend the following: 

(1) That marine underwriters should be assured of the legality of 
combinations and associations designed to facilitate reinsurance or to 
extend underwriting activities to foreign countries. A surprisingly 
large number of underwriters expressed themselves to the committee 
as fearful of the legal consequences that might attach to the creation 
of such associations or combinations. To this end, it will be advis- 
able, and even if unnecessary can do no harm, to free all such coop- 
erative efforts from the possible operation of the Sherman and 
Clayton Antitrust Acts. 

(2) That the Federal 1 per cent tax on marine insurance premi- 
ums be repealed. There should be no taxes on such insurance except 
on net profits. 

(3) That legislation be enacted for the incorporation, on a liberal 
basis, of reinsurance companies in the District of Columbia. 
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(4) That a liberal marine insurance law be enacted for the Dis- 
trict of Columbia. This recommendation was heartily supported be- 
fore the committee by the Association of Marine Underwriters of the 
United States, chiefly on the ground that it would serve as a model 
for duplication in the various States. 

(5) Your committee has also had its attention called by many 
underwriting interests to the peculiar status of marine adjusters in 
this country as contrasted with their quasi-judicial position in other 
countries. Abundant evidence was onered to show that the existing 
system is productive of serious irregularities. The committee feels 
that the question of whether adjusters should have any business con- 
nection with either brokers or underwriters is worthy of further 
investigation. 

While much can be accomplished along the lines suggested above, 
there remain for consideration the legislative disabilities imposed by 
the several States. These are very serious and were bitterly opposed 
by underwriters appearing before tiie committee. They were a unit 
in recommending (1^ the removal by the States of restrictions on the 
kinds of insurance (other than life insurance) which may be trans- 
acted by any one American company; (2) changing the system of 
taxing gross premiums to taxation on net profits; (3) revision of the 
insurance laws of the several States, which are often conflicting and 
which apparently were drawn primarily with regard to the reflation 
of fire rather than marine insurance; (4) greater liberality with 
reference to American companies seeking to enter the foreign field, 
especially with reference to recognition of foreign deposits in the 
financial statements of the companies, and (5) removal of restrictions 
against permitting groups of companies to unite, under proper regu- 
lations, to form companies or associations for the purpose of assum- 
ing the reinsurance needed by the group, or to undertake operations 
in foreign countries. Your committee is in hearty accord with all 
these recommendations. But the difficulty is that the Federal Gov- 
ernment has no jurisdiction over these matters. It may seem, there- 
fore, that the Federal Government need not interest itself in this 
phase of the problem. The committee, however, felt that it should 
approach the difficulty in the only way possible, viz, through direct 
appeal to the properly constituted authorities of the several States. 
Accordingly, liie legislative disabilities referred to were summarized 
and embodied in a communication which was submitted jointly by 
the committee and the United States Shipping Board, under date of 
December 19, 1919, to the governors and insurance commissioners 
of aU the States. In this communication special attention was called 
to the essentially national and international character of marine in- 
surance and the fact that " the immediate situation requires that the 
legislative policy of the several States should not run counter to the 
needs of the Nation as a whole." Replies have been received from 
nearly all marine States, and the response was excellent. The recom- 
mendations were heartily indorsed, cooperation was promised, and in 
a number of cases a request was made for specific suggestions or a 
draft of the desired legislation. 

In concluding its report, your committee desires to state that its 
recommendations are based largely on the* assumption that American 
companies will cooperate and seek to help themselves through the 
creation of an insurance bureau. Should this assumption prove 
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wrong, an entirely different situation will, of course, present itself. 
Present conditions, as already stated, are impossible and can not be 
allowed to continue. While the committee favors marine insurance 
conducted by private interests, it can not be unmindful of present 
woefully unsatisfactory conditions. The national weliare must be 
the first consideration. Should the contingency arise that American 
companies will fail or refuse to cooperate on a comprehensive scale, 
then your committee is decidedly of the opinion that the Government 
should remain in the marine insurance business even to the extent of 
greatly enlarging its operations. Your committee is certain that its 
position in this respect is imderstood by the companies because it has 
been emphasized to them repeatedly and earnestly. 

(Signed) Frederick R. Lehlbach, CJudrrMm^ 

George W. Edmonds, 

CARIi R CHINDmi:)M, 

David H. Kinghblox, 
Ladislas Lazaro, 
Sttheom/mittee on MiscelUmeous BusiTiess of the 

Committee on Merchant Mari/ne and FisTisries. 
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APPENDIX I. 

XiBTTTEB StrBMTTTED BT THB SUBOOHinTTEE ON THS MSBCHANT MARINE AND FlSH- 
IXIES AND THE UNITED STATES SHIPPING BOABD TO GOTEBNOBS AND STATE 
InSXTBANCE G0ICMI88IONEB8. 

The undersigned desire to emphasize the urgent necessity of freeing American 
marine Insurance from serious disabilities Imposed by many of the States. 
Marine Insurance, unlike other forms of insurance. Is essentially national and 
international In character. Its necessity for the- successful maintenance of a 
large merchant marine and a growing foreign trade Is universally rebognized. 
Bnt independence of action In these two Important fields requires that this 
Nation have a strong marine insurance Institution, free from foreign control 
and capable of serving Independently and fully the national Interest. American 
shipowners and merchants must be prepared to meet the competition of other 
nations, and to this end should not be handicapped by the absence of marine 
insurance facilities at home, while foreign nations use their well-develoi)ed 
underwriting facilities to comb out profits and to control directly and indirectly 
many of the leading lines of International commerce. 

An extensive investigation by the undersigned sl\pws American marine in- 
surance to be significant chiefly in the number of companies engaged rather than 
In their importance and stability. Of the 63 direct-writing American com- 
panies participating In ocean marine insurance, 8 are foreign controlled and at 
least 5 more very sympathetically associated. Of the uncontrolled companies, 
approximately one-fifth derive 96 per cent of their total net premium Income 
from insurance other than marine, one-half at least 90 per cent, two-thirds at 
least 80 per cent, and three-fourths at least 70 per cent. Excluding the 10 
leading companies, all the remaining uncontrolled American companies re- 
ceived during 1918 only 10 per cent of their net premium income from marine 
insurance. 

Of the total marine Insurance originating In the United States, at least two- 
thirds is controlled by nonadmitted foreign companies or by the branch offices 
of admitted foreign companies, and only one-third by American companies. At 
least 20 per cent of all marine insurance originating within the United States 
is exported directly abroad to be placed with nonadmitted underwriters or with 
the home offices of admitted foreign companies. In the case of American hull 
Insurance at least 50 per cent is thus exported, and much the same situation 
also exists In the case of builders' risk insurance. 

Moreover, owing to the absence of a domestic market sufficiently large to 
assure a proper spread of risks through reinsurance, many American com- 
panies are compelled to place a very substantial part of their reinsurance with 
foreign underwriters, and to a very large extent with underwriters not ad- 
mitted to transact business within the United States. But this reinsurance, It 
should be noted, goes abroad with very little being given to American com- 
panies in exchange. With reference to hull insurance, particularly, the over- 
whelming majority of American companies report that they do not emphasize 
this branch of the business because of Its unprofitableness, and because the 
competition of companies located In foreign countries and the facility with 
which owners and brokers export marine Insurance to such countries preclude 
ary hope of success. 

The data contained In the accompanying report will substantiate further 
the facts as here related. B3ven at this time the undersigned have every rea- 
son to believe that a well-directed competitive campaign is now being waged 
by foreign underwriters with a view to again reducing American marine in- 
surance to the insignificant position of prewar years. 

From a national viewpoint the existing situation is anything but desirable. 
There is no .lustlficatlon for needlessly allowing tens of millions of dollars 
of premiums to fiow to the foreign underwriting market. American ui der- 
wrlters are fully alive to the situation and desire to make a change. Yet the 
prospect of Improvement seems slight unless the several States see fit to free 
American underwriters from needless burdens and restrictions. Considering 
these in order, the undersigned desire to make the following recommendations ; 
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(1) Removal by the States of restrictions on the kinds of Insurance (other 
than life insurance) which may be transacted by American companies. For- 
eign competing companies have the privilege of writing many forms of in- 
surance, and have found this privilege a great source of strength. In recent 
years there has been a steady absorption by British companies of other 
liability, casualty, and Workmen's compensation companies through actual 
amalgamation or some form of community of interest. But whatever the 
method, the motive is the same, viz, an extension of business, a smaller 
overhead charge, a reduced outlay along many lines, and an ability to secure 
the support and accommodate the full insurance demand of large concerns. 
American marine insurance companies are barred from writing casualty and 
compensation forms of insurance, and protection and Indemnity insurance. 
They are almost a unit in supporting this recommendation. 

(2) Changing the system of taxing gross premiums to taxation on net 
profits. /This is the British system and is just, whereas the taxation of 
gross premiums is neither scientific nor equitable, and has nothing to support 
it except ease of collection. A hull insured for $100,000 at 5 per cent in the 
United States pays a tax on the premium of approximately $200, against about 
$25 in England. Gross premium taxation has created a real disability for 
American companies, whereas the substitution of a tax on net profits would 
do much toward placing them on an equal footing with their foreign com- 
petitors. Moreover, a premium written may end in a loss, without, however, 
any consideration being shown under a gross premium tax. 

(3) Revision of the insurance law of the several States, which is often 
conflicting and which apt)arently was drawn primarily with regard to the 
regulation of fire rather than marine insurance. Foreign competitors are 
under no such disability. American marine insurance companies are a unit 
in recommending that steps be taken to secure greater uniformity in State 
legislation with reference to marine insurance, with a view to obviating 
statutory conflicts and a needless multiplicity of expensive regulations. 

(4) Greater liberality with reference to American companies seeking to 
enter the foreign field directly, or which may have found it necessary to re- 
insure in foreign countries in order to secure a proper spread of risk. Due 
recognition should be given to the American company in its financial state- 
ments as regards (1) deposits required to be made In foreign countries In 
order to do business there, and (2) sums owing to It from reinsurers abroad, 

(5) No obstacles should be placed in the way of permitting groups of 
American companies to unite, under proper regulations, to form companies, 
associations, or pools for the purpose of assuming the reinsurance needed by 
the group, or to undertake operations 'in foreign countries. Among the 
greatest handicaps to American marine insurance companies have been the 
absence of sufficient reinsurance facilities In this country and the heavy re- 
insurance placed abroad with comparatively little reciprocity In this respect 
from foreign underwriters. Combination and working cooperation between 
underwriters are fostered abroad. Tliis gives the advantage of one ova'head 
charga It facilitates the wide spread of business. It also gives great finan- 
cial strength and comity of action. 

The foregoing recommendations are offered in the hope that it may be pos- 
sible In the national Interest to secure comity of action on the part of the 
proper authorities in the several States. This Nation now has a large mer- 
chant marine and prospects for a growing foreign trade. But we must not 
be blind to the fact that the immediate future will be a time of intense in- 
ternational rivalry for commercial position, and in tliis competitive contest 
marine insurance will assume a very important r61e. Nothing should be left 
undone which will legitimately attract new capital into the marine insurance 
business, or will encourage the capital already invested to attempt greater 
things. The immediate situation requires that the legislative policy of the 
several States shall not run counter to the needs of the Nation as a whole. 
It is with this hope that the aforementioned recommendations are respect- 
fully submitted. 

For the United States Shipping Board. 

John Babton Patnb, Chairman, 

For the subcommittee on the. Merchant Marine and Fisheries. 

Fbsdkbioil R. Lehlbagh, Cha4rman. 
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SCHICDULE OF INQUIRIES SUBMITTED (UNDEB DATB OF AUG. 1, 1919, IN PUBSU- 
ANCE OF H. Rei^ 97) BT THE SUBCOMMITTEE ON MERCHANT MaBINE AND FISH- 
ERIES TO Domestic and Fobeion Mabine Insubance Companies Tbans acting 
Business in the United States. 

(The following inquiries were arranged in a schedule of 27 pages. Under 
each inquiry, where necessary, suitably ruled columns were provided to facili- 
tate the classification of the information requested.) 

1. Give the names and addresses of the directors. 

2. Give the names, titles, and official addresses of the officers. 

3. Give the names of all insurance companies any portion of whose stock is 
owned or controlled by your company. State the amount of stock acquired in 
each company and the date of acquisition. 

4. Give the names and addresses of the 10 stockholders (other. than insurance 
companies) owning the largest amounts of stock in the company. 

5. Give the names and addresses of all insurance companies owning or con- 
trolling any of the stock of your company, the amount owned or controlled by 
each and the date or dates of acquisition. 

6. Is your company affiliated with any other insurance company or compa- 
nies doing a marine-insurance business through any agreement, understanding, 
or working arrangement (other than those pertaining to reinsurance)? If so, 
name all the companies involved in each such agreement, understanding, or 
working arrangement; and state the terms of each such agreement, under- 
standing, or working arrangement. 

7. If your company is a member of, or affiliated with, or has any under- 
standing with associations or conferences which have for their purpose the 
making or enforcement of rates, the framing and enforcement of policy con- 
ditions, the effecting of reinsurance, the facilitation of loss adjustments, or 
for any other purpose, give the names and addresses of all such associations 
and conferences, stating the character of each and the nature of your com- 
pany's connection or affiliation with the same. 

8. If any of the associations or conferences with which your company is 
affiliated relate to the making or enforcement of rates, state in detail the terms 
of the arrangement 

9. Specify the proportion of your premium income from marine insurance de- 
rived from (1) hull and freight insurance, (2) cargo insurance, and (8) 
builder's risk insurance. 

10. If your company does not emphasize hull insurance, give the reasons for 
not emphasizing the same. 

11. If your company does not emphasize builders' risk insurance, give the 
reasons for not emphasizing the same. 

12. Specify the proportion of your company's total premium income from 
marine Insurance derived from (1) coastwise and inland traffic, and (2) traffic 
in foreign trade. 

13. If your company does not emphasize traffic In the foreign trade, give 
the reasons for not emphasizing the same. 

14. What proportion of the total marine risks reinsured by your company 
with other companies during 1918 was placed with foreign (alien) companies? 

15. Is your company a party to any reinsurance pool, reinsurance treaty, or 
other reinsurance agreement or arrangement, with any other marine insurance 
company or companies? If so, name the companies involved in each such pool, 
treaty, or other agreement or arrangement. Also explain the terms governing 
each such pool, treaty, agreement, or arrangement. 

16. Do you expect to continue in the marine insurance business as regards 
traffic in the American foreign trade? 

17. Give such suggestions and state such circumstances as you feel should 
be considered by the committee in preparing legislation which may be advan- 
tageous and necessary to promote the advancement of the American merchant 
marine, American commerce, and marine insurance. 
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APPENDIX III. 
' Specimen of Intebbeinsubancb Agreement. 

Memorandum of agreement entered into by and between- [here follow the 
names of the various companies who are parties to the agreement]. 

It is hereby understood and agreed tbiat the above-mentioned companies 
enter into this interreinsurance contract, each with the others, covering their 
respective interests on all hulls, cargoes, freight lists and charges, on all ves- 
sels located on inland waters of the United States, which may be Insured in 

either of said companies through , their representatives, at , or 

by any of their subagents, in the territory operated and under the Jurisdiction 

of their said representatives, . It being understood and agreed that 

this agreement does not embrace any business covered by the — -. associa- 
tion, nor certain lines which are not acceptable to all parties hereto. 

The busines written under the interreinsurance agreement herein formed 
is to be apportioned as follows, to wit: [Here again follows an enumeration 
of all the companies party to the agreement, and after the name of each 
company the percentage indicating the company's participation in any busi- 
ness written.] 

All receipts, losses, and expenses under this agreement are to be divided 
between said companies by in the ratios as above stated. 

The maximum line contemplated under this agreement on any one ven- 
ture, either on hull, cargo, freight list, or charges, or on all combined, is to be 

($ — ) dollars, and any sum in excess of that amount is to be 

reinsured by , where and when possible and to the best advantage, 

immediately upon receipt of information of such over line ; but should no such 
reinsurance be secured, it is understood and agreed that each company party 
hereto, assumes its proportionate share of any such excess. 

The notes received by each company for premiums shall be sent to such 
company monthly with their regular accounts, and charges (less discount 

of per cent) pro and con shall be made in said accounts to adjust any 

differences that may arise between the aggregate of each company's notes and its 
share of the premiums under this agreement. Any loss occurring In the collec- 
tion of premium notes shall be charged back to the companies of the agreement. 

Each company of this agreement further binds itself to assume and pay its 
proportion of all costs and expenses of any suit brought against any com- 
pany hereto and arising from business written hereunder. 

It is further understood and agreed that all previous agreements entered 
into by any of the companies party hereto and in conflict with this agreement 
are hereafter null and void from the date this figreement is put into effect, 
except as to business reported to and/or binding under such agreements prior 
to said date. 

This agreement to take effect on all business for which receive re- 
ports on and after December 2l, 1916, and may be terminated at the pleasure 

of either party to it, by giving ( ) days' notice in writing to that 

effect, or sooner, if by mutual consent. 

In witness thereof we have hereunto subscribed our names as of the date 
above mentioned. 

The Mabine Insttbance Co., 

By , President. 

The Insurance Co. 

By , PreHdent. 

[Here follow the names of all the remaining companies, together with the 
signatures of the responsible officers.] 
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Specimen of Reinsitsance Agreement. 

Reinsurance agreement between (hereinafter called the "reassured") 

and (hereinafter called the "reinsurers"). 

It is hereby agreed by and between the parties hereto as follows: 

ABTIGLB X. 

The reassured agree to cede to the reinsurers, and the reinsurers agree to 
accept, the agfeed proportion of amounts in excess of the retained line (as 
set forth in the table of lines anexed hereto) of all marine insurance and war 
risk insurance underwritten, directly, or by way of reinsurance, by th^ re- 
assured through , of , or through any offices, brancheisi, agencies, 

or subagendes reporting to or controlled by , including risks on shore 

and inland waters; per vessel or vessels, steamers, motor-ships, sailing ves- 
sels, barges, and/or other conveyances, at and from any ports and/or places 
to all o&er ports and/or places, and including insurance on property or 
other insurable interests of every character, excepting hulls. 

ARTICLE II. 



This contract is to cover — 

$ , part of $ , excess of $ , per class 1 

$ , part of $ , excess of $ , per class 2 

$ , part of $ , excess of $ , per class 3 

$ , part of $ , excess of $ , per class 4 

$ , part of $ , excess of $ , per class 5 

$ , part of $ , excess of $ , per class 6 , 

ARTICLE ni. 



As per 
table 
of lines 
annexed. 



In arriving at the amount of the excess under this reinsurance, all interests 
Insured by the reassured shall be taken into account excepting insurances upon 
duties and upon freights payable upon delivery of goods (when insured in con- 
junction with the goods), insurances under transit floater, tourist floater, and 
under parcels post forms of policies ; and there shall be deducted from the gross 
line of the reassured: (a) Any amounts reinsured by special open policies, 
contracts, or covers for fixed proportions or excesses of specially named policies 
of the reassured; (&) any amounts which have to be declared to other under- 
writers under the terms of any sharing or pooling agreement; (c) any amounts 
reinsured by other agents, etc of the company than uix)n the business of such 
other agencies; (d) any amounts which attach under excess or sharing rein- 
surance contracts arranged specifically by the head office of the reassured and 
not through . 

Although hulls are to be taken into account in arriving at the amount of an 
excess this reinsurance is not to cover upon hulls. 

Upon insurance on duties, and on freights payable upon delivery of goods 
(when insured in conjunction with the goods) this reinsurance covers its share 
of such risks (although not taken into account in fixing the excess) in the same 
measure as it attaches upon the goods upon which the duty and freight accrue 
and in addition thereto, receiving a proportionate share of the premium upon 
such duty and freight 

In the case of risks or i)ortions of risks declarable in the first instance under 
this cover cumulating through being transshipped to be forwarded to destination, 
the liability of the reinsurers shall continue upon the basis of the amounts 
declarable by the original vessels without limit of liability. But when trans- 
portation naturally involves transshipment or transshipments then at the option 
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of the reassured each stage or section of. such transfportation may be deemed 
and designated at the time of declaration of risks on any vessel a distinct and 
separate voyage, and in each such case the excess shall be ascertained and 
measured in the same manner and to the same limit as though each stage or 
section were an original and complete voyage and as though all shipments 
thereon were specifically made for each stage or section only. When voyages 
are so divided, the reinsurers* liability by original vessel or vessels ends with 
delivery to the vessel or vessels taking transshipped goods, and upon the latter 
vessel or vessels the reinsurers* liability begins with such delivery. 

• 

ABTICLE IV. 

This reinsurance shall attach automatically at the same time as the risk 
attaches under the original insurance or reinsurance and shall pover until 
such original insurance or reinsurance has terminated in the interior or else- 
where ; it shall cover the same risks and be subject to the same clauses, terms, 
rates, premiums, valuations, and other provisions as the original insurance, 
and the obligation of the reinsurers shall be the same as that of the reassured 
under their original insurance or reinsurance, including liability for sue 
and labor charges. If the reassured, after a risk is covered, shall consent to 
any correction or alteration of their policies, certificates or binders, or to 
any change, modification or increase of the risk insured, the liability of the 
reinsurers shall be similarly altered, changed or increased automatically and 
without further notice to or consent by the reinsurers. 

ABTICLB V. 

It is agreed that in the event of the reassured desiring to reduce their 
ordinary reserved lines, they shall be at liberty to do so by special outside re- 
insurance, but all such reiDSurance shall be considered as having been placed 
for joint account of the reassured and the reinsurers ; and the reinsurers shall 
pay their proportion of any such reinsurance premiums and shall in the same 
manner receive their proportion of any claims collected under such rein- 
surance ; excepting in the case of reinsurance taken out to reduce lines owing 
to the vessel being overdue or stranded, in which event reinsurance shall be for 
account of the reassured only. 

ABTICIB VI. 

Declarations, alterations, and cancellations, of all risks attaching hereunder 

shall be made in bordereau form to as soon as practicable after the 

reassured have knowledge thereof. If through inadvertence the reassured shall 
fail to give any such declaration, or notice of any such alteration or cancella- 
tion, the liability of the reinsurers shall not be affected by such failure, provided 
the reassured give notice thereof as soon as their attention (or the attention 
of ) is called to their failure to give such notice. 

ABTICLB vn. 

All losses shall be adjusted by the reassured and such adjustment shall bind 
the reinsurers both as to the fact of loss and the amount of liability ; and the 
reinsurers agree to pay their proportion of all losses, as settled by the reassured, 
upon receiving reasonable evidence of the amount paid by the reassured, 
whether such payment be strictly in accordance with the i>olicy or by way of 
compromise or e:? gratia, or otherwise. 

The reassured shall have the right to draw immediately at not less than 
three days* sight on the reinsurers for their proportion of any loss where such 
proportion amounts to two thousand dollars or more, and the reinsurers agree to 
honor such drafts. Other losses shall be settled in account. 

The reassured shall hold, at the office of at the disposal of the rein- 
surers, all original loss documents. 

ABTICLB Vm. 

In the event of the reassured engaging in litigation, whether for the pur- 
pose of collecting premiums, resisting losses or endeavoring to effect recoveries 
from carriers or others, the reinsurers shall bear their pro rata share of the 
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expense of sach litigation ; and shall be entitled to their pro rata share of any 
recoveries effected. The reassnred shall have the right to extend credit for 
premiums and if they shall decide that any premiums are not collectible 
(whether before or after commencement of suit) the reinsurers shall bear their 
pro rata share of the loss of such premiums. 

All postage, telegraph, cable, and similar charges in connection with the mat- 
ters covered in this contract shall be borne by the sender unless otherwise 
agreed. 

ABTICUB IX. 

The reassured shall pay the reinsurers the original gross rate received, less 
original discounts, rebates, and returns (except brokerage and/or commission). 

The reinsurers will pay to the reassured as a contribution on account of the 
commissions payable by the reassured to the general agents. State agents, sub- 
agents, etc., including brokerage and on account of all other charges and ex- 
penses whatever, except loss expenses, license fees, etc., a commission of 

on the amount of the net premiums hereunder. 

The reinsurers agree to allow the reassured a further per cent ( — 

per cent) to cover taxes, license fees, and similar expenses. 

The reinsurers agree to make to the — an allowance of per cent 

( — per cent) on the annual net profits to be calculated as follows : 

The contingent conunlssion shall be figured upon the net profits of the 
business ceded by the reassured to the reinsurers for the year ending on the 

day of , 19 — , and for each succeeding year during the term of 

this agreement, but the calculation shall not be made for this and for each 
following year until a further 12 months have elapsed so that all losses 
under cessions made in the said year but paid in the following 12 months 
shall be included. The first calculation shall therefore be made as soon as 

practicable after the day of , 19 — , and annually thereafter, upon the 

following basis: 

The items of credit shall be (a)' the net premiums (meaning thereby gross 
premiums, less cancellation and return premiums) on reinsurance ceded; (&) 
loss reserve from the previous year. 

The items of debit shall be (a) the commission, etc., as provided herein; 
(b) losses paid during year and the 12 months following under all policies 
issued in the said year, after deducting recoveries and salvage; (c) reserve 
for all known losses incurred but not paid at the end of the second year. Such 
reserve for all known losses incurred but not paid to be carried forward to the 
credit of the next year which will be debited with the losses, be they more or 
less, which the said reserve and additions are estimated to cover. 

The calculation of the profit contingent commission shall be made by 

and after confirmation by the reassured, any profit contingent conmalssion pay- 
able to the reassured shall be immediately paid. 

In case notice of cancellation of this agreement shall be given by either 
party, no profit and loss statement shall be made until after the termination of 
all risks and settlements of all losses applying to this agreement. 

ABTIGIS X. 

As security for the due performance of the obligations of the reinsurers 
under this agreement and to provide the legal reserve demanded by the insur- 
ance departments of the various States of the United States, the reinsurers 
shall at all times leave in the hands of the reassured a sum (hereinafter called 
the "deposit") equal to 50 per cent of the gross premiums (less rebates and 
returns) credited to the reinsurers under this agreement, until the amount 
equals 50 per cent of the total premiums of the preceding 12 months. 

The " deposit " is to be retained by the reassured, who agree to deposit the 
amounts so retained with first-class American banks or trust comxMinies, and 
to credit the reinsurers vdth the interest credited thereon by such banks or 
trust companies. 

The said deposit shall be retained until the expiration of all reinsurances, 
and the reinsurers shall be entitled to delivery of the said deposit when all 
said reinsurances under this agreement have ceased, provided always that the 
reassured shall be entitled to deduct from the said deposit the reinsurers* 
proportion of any outstanding loss or losses, and such deductions shall be 
adjusted on final settlement of such loss or losses. 
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ARTICLE XI. 

The reassured shall furnish to the reinsurers monthly accounts current within 
26 days after the close of each month. Remittances for the balance of each 
month's account shall be made, if by the reassured, by banker's sight draft to 

the order of , If the remittance is to be made by the reinsurers, the 

remittance shall be by sight draft on New York to the order of the reassured. 

The first remittance shall be made by the reassured 90 days after the date 
the first account is rendered for the balance of the first month's account, and 
so on month by month. 

ABTicLE xn. 

If any dispute shall arise between the parties hereto with respect to any 
transaction arising out of this agreement, the same shall be referred to arbi- 
trators, who must be insurance or reinsurance managers, one to be chosen by 
the reinsurers and one by the reassured, and a third to be chosen by these 
two before they enter upon the arbitration. Neither of the arbitrators nor the 
umpire shall be in the service of either the reinsurers or the reassured, or 
any of them. 

The arbitrators and umpire shall interpret this present agreement rather as 
an honorable engagement than as a merely legal obligation, and their decision, 
or that of the majority of them, shall be final and binding upon the contracting 
parties without appeal. The arbitrators and umpire are relieved from all 
judicial formalities, and may abstain from following the strict rules of law. 

In default of either party appointing any arbitrator within one month of 
the other party requesting it to do so, the latter shall name both arbitrators, 
and they shall elect an umpire as above stipulated. The said term of one 
month, however, is to date from the day on which such notice is received by 
the opposite party. 

Unless the arbitrators shall grant an extension, each party shall submit 
1^3 case to the arbitrators within one month &fter the umpire has been selected ; 
and the arbitrators shall give their award in writing at the earliest convenient 
date. Any arbitration shall take place in New York unless otherwise agreed. 

ABTICLE Xm. 

This agreement shall take effect as to all risks covered by the reassured on 

vessels sailing or to sail on and after , excepting as to risks declared 

to other reinsurers because of earlier attachment. 

This agreement shall continue In effect until terminated by a written notice 
served by one party upon the other that it elects to terminate this agreement 
on any of the usual quarter days (Mar. 31, June 30, Sept 30, or Dec. 31) 
not less than six months after the service of such notice, and on such quarter 
date the contract shall come to an end as to all risks as to which the re- 
assured shall not have become bound provisionally or finally prior to such 
date. The obligations of the parties as to all risks as to which the reassured 
shall have become bound provisionally or finally prior to the said quarter days 
shall not be affected by such cancellation. 

All notices of bordereaux and accounts herein required to be sent to the 
reinsurers and all payments required to be made to them shall be deemed 
properly made and given if made and given to . 

ARTICLE XIV. 

If either party shall go into voluntary or involuntary liquidation, bank- 
ruptcy, or receivership the other party may forthwith by written notice 
terminate this agreement as to all risks thereafter written, and i^ould such 
notice be served by the reassured they shall be entitled to hold all sums of 
money then or thereafter due to the reinsurers as a reserve against losstts 
until the expiration of all existing risks. 

In witness whereof the parties hereto have caused these presents to be exe- 
cuted by their ofilcers or agents thereunto duly authorized, this day of 

, 19h-. 
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